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THE  CONFERENCE  PLAN  FOR 
REMEDIAL  RAILROAD 
LEGISLATION 

AN  EXPLANATORY  STATEMENT 

By  HARRY  A.  WHEELER 
Chairman  of  the  Conference 


The  National  Transportation  Conference  was  called  together  in 
December,  1918,  by  the  Chamber  of  Commerce  of  the  United 
States  “to  consider  the  broader  aspects  of  the  transportation  problem 
and  the  formulation  of  a basis  for  the  control  and  operation  of  the 
transportation  facilities  of  the  United  States  after  the  conclusion 
of  the  present  government  control.”  At  five  meetings,  each  lasting 
two  days,  the  conference  has  held  twenty-two  general  sessions  and 
numerous  sessions  of  sub-committees  appointed  to  report  on  special 
phases  of  the  transportation  problem. 

In  calling  this  Conference  the  Chamber  of  Commerce  recognized 
that  many  different  interests  throughout  the  nation  are  affected  by 
transportation  and  that  each  important  interest  should  have  a voice 
in  determining  what  should  be  done  with  the  railroads  after  the 
present  emergency  is  passed.  The  Chamber  therefore  invited 
prominent  men  belonging  to  each  important  interest — commercial 
and  industrial,  agricultural,  financial,  labor,  governmental,  trans- 
portation, economic,  civic  and  social— affected  by  transportation, 
to  attend  the  Conference  and  take  part  in  its  deliberations. 

All  of  the  important  plans  for  the  solution  of  the  railroad  problem 
were  presented  to  the  Conference  either  in  the  form  of  printed 
documents  or  by  speakers  who  addressed  the  meetings  or  took  part 
in  the  discussions. 

The  shippers’  and  manufacturers’  point  of  view  was  presented  by 
Walter  S.  Dickey,  of  the  W.  S.  Dickey  Clay  Manufacturing  Com- 
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pany,  of  Kansas  City;  Edward  J.  Frost,  Vice-President  William 
Filene’s  Sons  Company,  Boston;  George  A.  Post,  President  Stand- 
ard Coupler  Company,  New  York;  Charles  E.  Lee,  of  Ford,  Bacon 
and  Davis,  Consulting  Engineers,  New  York  City;  W.  W.  Salmon, 
President  of  the  General  Railway  Signal  Company;  Charles  S. 
Keene,  Vice-President  of  the  American  Tobacco  Company;  and 
Frederick  J.  Koster,  President  of  the  San  Francisco  Chamber  of 
Commerce. 

The  measures  in  which  farmers  of  the  United  States  are  inter- 
ested were  outlined  by  H.  C.  Stuart,  Chairman  of  the  National 
Agricultural  Advisory  Committee;  R.  L.  Munce,  President  of  the 
Pennsylvania  Good  Roads  Association;  and  Eugene  D.  Funk,  of 
Funk  Brothers’  Seed  Company,  Bloomington,  111. 

Important  financial  aspects  of  the  railroad  problem  were  dis- 
cussed by  Paul  M.  Warburg,  formerly  Vice-Governor  of  the  Fed- 
eral Reserve  Board;  Harry  A.  Wheeler,  Vice-President  Union  Trust 
Company,  Chicago;  Nathan  L.  Amster,  President  of  the  Investors’ 
Protective  Association  of  America  ; and  Luther  M.  Walter,  Gen- 
eral Counsel  of  the  National  Association  of  Owners  of  Railroad 
Securities. 

The  views  of  labor  were  presented  by  Frank  Morrison,  Secretary; 
Henry  Sterling,  Legislative  Representative,  and  Martin  Ryan, 
of  the  Railroad  Employees’  Department  of  the  American  Federa- 
tion of  Labor;  and  those  of  the  Railroad  Brotherhoods  by  A.  B. 
Garretson,  President  of  the  Order  of  Railroad  Conductors;  W.  G. 
Lee,  President,  and  W.  N.  Doak,  Vice-President,  of  the  Brother- 
hood of  Railroad  Trainmen;  and  S.  E.  Heberling,  International 
President  of  the  Switchmen’s  Union  of  North  America. 

Director  General  Hines  appeared  before  the  Conference  twice  and 
explained  the  plans  of  the  Railroad  Administration  and  his  own 
personal  views  in  regard  to  the  desirable  solution  of  the  railroad 
problem.  Commissioner  Winthrop  M.  Daniels,  of  the  Interstate 
Commerce  Commission,  and  President  Charles  E.  Elmquist,  of  the 
National  Association  of  Railroad  and  Utilities  Commissioners,  pre- 
sented their  views  and  participated  actively  in  the  deliberations  of 
the  Conference. 

The  plans  proposed  by  the  Railway  Executives’  Association  and 
by  leading  individuals  among  the  executives  were  outlined  by 
Daniel  Willard,  President  of  the  Baltimore  and  Ohio  Railroad; 
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S.  T.  Bledsoe,  General  Counsel  of  the  Atchison,  Topeka  and  Santa 
Fe  Railroad ; and  E.  G.  Buckland,  President  of  the  New  York,  New 
Haven  and  Hartford  Railroad.  The  views  of  the  electric  railway 
men  by  P.  H.  Gadsden,  chairman  of  the  Committee  on  National 
Relations  of  the  American  Electric  Railway  Association,  and  W.  V. 
Hill,  manager  of  the  Washington  office  of  the  Association  ; and 
those  of  the  advocates  of  highway  transport  development  by  John 

T.  Stockton,  President  of  the  Joseph  Stockton  Transfer  Company, 
Chicago. 

The  economic  aspects  of  the  problem  were  discussed  by  E.  R.  A. 
Seligman,  Professor  of  Economics,  Columbia  University;  Emory 
R.  Johnson,  Professor  of  Transportation  and  Commerce,  University 
of  Pennsylvania ; W.  Z.  Ripley,  Professor  of  Transportation,  Har- 
vard University;  John  R.  Commons,  Professor  of  Economics,  Uni- 
versity of  Wisconsin;  Henry  W.  Farnam,  Professor  of  Political 
Economy,  A^ale  University,  and  Frederick  A.  Cleveland,  formerly 
Chairman  of  President  Taft’s  Commission  on  Efficiency  and  Econ- 
omy ; and  the  civic  and  social  aspects  by  R.  G.  Rhett,  formerly  Presi- 
dent of  the  Chamber  of  Commerce  of  the  United  States;  Alexander 
W.  Smith,  of  Atlanta,  Ga.,  formerly  President  of  the  Georgia  Bar 
Association;  Judge  F.  C.  Dillard,  of  Sherman,  Texas;  and  Charles 
P.  Neill,  Chairman  of  Board  of  Adjustment  No.  1,  United  States 
Railroad  Administration,  and  formerly  Commissioner  of  Labor 
under  the  Roosevelt  administration. 

The  Conference  gave  careful  consideration  to  the  various  plans 
presented  with  a view  to  developing  a program  of  remedial  railroad 
legislation  that  would  include  the  most  desirable  features  of  each 
plan  combining  them  with  new  features  proposed  by  the  Conference 
itself  into  a consistent  harmonious  whole.  Some  of  the  representa- 
tives of  the  railroad  brotherhoods  and  a few  of  the  other  participants 
listed  above  attended  only  one  or  two  meetings  of  the  Conference 
for  the  purpose  of  presenting  their  views,  and  did  not  take  part  in 
the  resulting  action.  Others  attended  all  of  the  sessions  and  voted 
on  all  questions  brought  before  the  Conference,  occasionally  reserv- 
ing the  right  to  dissent  from  some  particular  decision  with  which 
they  could  not  agree.  The  majority  of  the  members,  however,  at- 
tended practically  all  of  the  twenty-two  sessions  held  and  voted  in 
favor  of  the  program  finally  adopted. 

Before  presenting  the  complete  plan  and  discussing  its  main 
features  in  detail  it  may  be  well  to  summarize  its  provisions: 
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Briefly  stated,  the  program  provides  for : — * 

Return  of  the  railroads  to  private  ownership  and  operation 
as  soon  as  the  necessary  remedial  legislation  can  be  enacted. 

Consolidation  of  existing  railroads  into  strong  competitive 
systems. 

Requirement  that  all  carriers  engaged  in  interstate  commerce 
subject  themselves  as  corporations  to  Federal  jurisdiction. 

Exclusive  Federal  regulation  of  the  capital  expenditures  and 
the  security  issues  of  all  carriers  engaged  in  interstate  commerce. 

Interstate  Commerce  Commission  to  retain  its  present  powers 
and  to  be  given  additional  powers  over  rates. 

Creation  of  a Federal  Transportation  Board,  to  promote  the 
development  of  a national  system  of  rail,  water  and  highway 
transportation  ; to  pass  upon  the  public  necessity  for  capital  ex- 
penditures; to  regulate  security  issues;  to  administer  and  enforce 
the  measures  that  may  be  adopted  for  strengthening  and  stabil- 
izing railroad  credit ; to  determine  the  grouping  or  consolidation 
of  railroads  deemed  to  be  in  the  public  interest;  and  to  carry  out 
plans  authorized  by  Congress  for  merging  all  railroads  engaged 
in  interstate  commerce  into  strong  competing  systems. 

Adjustment  of  the  wages  and  working  conditions  of  railroad 
employees  by  boards  consisting  of  equal  numbers  of  representa- 
tives of  railroad  employees  and  railroad  officers,  with  the  Federal 
Transportation  Board  as  referee. 

Adoption  by  Congress  of  a plan  for  the  stabilization  of  railroad 
revenues  and  credit  by  means  of 

(a)  Enactment  of  a statutory  rule  providing  that  the  rate 
structure  established  by  public  authority  shall  be  designed 
to  yield  a net  return  of  six  (6)  per  cent,  per  annum  upon 
the  aggregate  fair  value  of  the  property  of  the  roads  in 
each  traffic  section  of  the  country,  such  fair  value  to  be 
determined  after  due  consideration  of  both  physical  value 
and  earning  power. 

(b)  Use  of  the  aggregate  property  investment  accounts  of  the 
railroads  as  the  fair  value  of  the  property  for  rate-making 
purposes  pending  the  completion  of  the  valuation  now 
being  made  by  the  Interstate  Commerce  Commission. 

(c)  Creation  of  two  kinds  of  contingent  funds— an  individual 
railroad  contingent  fund  established  by  each  road  to  sup- 
port its  own  credit  and  a general  railroad  contingent  fund 
maintained  by  contributions  from  all  prosperous  roads, 
managed  by  trustees  appointed  by  the  Federal  Transporta- 
tion Board  and  used  to  support  the  credit  of  all  of  the 
railroads  of  the  country.  Any  excess  in  the  general  rail- 
road contingent  fund  above  $750,000,000  is  to  be  used  for 


*The  plan  in  extenso  is'appended  to  this  statement. 
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the  general  development  of  the  transportation  system  of  the 
country. 

Creation  of  a railroad  reserve  fund  administered  by  the  Fed- 
eral Transportation  Board  to  facilitate  the  prompt  stabili- 
zation of  railroad  credit;  and  loan  of  $500,000,000  to  this 
fund  by  Congress  as  soon  as  the  railroads  are  returned  to 
their  owners ; the  loan  to  be  used,  if  necessary,  in  making- 
advances  to  the  general  railroad  contingent  fund,  and  to 
be  repaid  with  interest  from  moneys  contributed  by  the 
railroads  to  the  general  railroad  contingent  fund. 

Determination  and  announcement  by  the  Federal  Transporta- 
tion Board  of  the  grouping  or  consolidation  of  railroads 
deemed  to  be  in  the  public  interest;  and  authorization  for 
the  Board  to  require  such  consolidations  if  they  shall  not 
have  been  effected  or  well  advanced  within  a period  of  five 
years  after  the  Board  has  declared  them  to  be  desirable. 

Organization  of  the  Board  of  Directors  of  each  consolidated 
railroad  system  with  twelve  members  of  the  Board — one  to 
be  a representative  of  the  employees  of  the  system  nomi- 
nated for  such  position  by  the  employees,  and  three  to  be 
selected  by  the  Federal  Transportation  Board  to  represent 
the  principal  interests  involved  in  the  territory  served. 

Return  of  the  Railroads  to  Corporate  Operation 

Necessarily,  the  first  question  considered  by  the  Conference  was 
whether  it  favored  corporate  or  government  ownership  and  opera- 
tion of  the  railroads.  After  full  consideration  of  the  subject  the 
Conference,  with  but  few  dissenting  votes,  decided  in  favor  of 
corporate  ownership  and  operation  of  the  railroads  in  the  United 
States,  and  the  return  of  the  roads  to  their  owners  as  soon  as  possible 
after  the  enactment  by  Congress  of  appropriate  remedial  legislation. 
The  Conference  was  in  favor  of  the  continuation  of  government 
operation  of  the  roads  until  such  legislation  had  been  enacted  and 
made  effective,  but  felt  that  this  legislation  should,  if  possible,  be 
enacted  within  the  present  calendar  year. 

A Statutory  Rule  of  Rate-Making,  Without  Government 
Guarantee  of  Minimum  Return  to  Individual 
Railroad  Companies 

A description  of  the  program  of  railroad  legislation  favored  by 
the  National  Transportation  Conference  may  well  begin  with  a 
statement  of  its  proposals  regarding  railroad  revenue  and  credit. 
The  most  fundamental  problem  to  be  solved  by  the  legislation  that 
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must  precede  the  return  of  the  railroads  to  their  owners  is  the 
adoption  of  measures  that  will  give  the  carriers  reasonable  assurance 
of  revenues  sufficient  to  enable  them  adequately  to  perform  the 
services  required  by  the  public.  In  the  interest  of  the  carriers  and 
the  public  the  authority  which  determines  rates  must  adopt  mea- 
sures that  will  afford  the  carriers  reasonably  adequate  revenues. 

One  method  of  assuring  to  railroad  companies  adequate  revenues 
is  to  provide  a definite  government  guarantee  of  a fixed  minimum 
net  return.  A government  guarantee  is  not  favored  by  the  Con- 
ference. It  believes  that  it  will  be  possible  for  Congress  to  adopt 
a policy  of  rate-making  and  control  that  will  give  the  carriers  rea- 
sonable assurance  of  adequate  revenues  without  involving  the  gov- 
ernment in  the  obligation  of  guaranteeing  the  net  return  of  private 
corporations  and  without  imposing  upon  the  public  the  burden  of 
unreasonable  transportation  rates. 

Briefly  stated,  it  is  recommended  that  Congress  adopt  a statutory 
rule  of  rate-making  requiring  the  Interstate  Commerce  Commission 
to  be  responsible  for  railroad  rates  and  fares  designed  to  yield  the 
carriers  in  each  designated  traffic  section  not  less  than  six  (6)  per 
cent,  net  upon  the  aggregate  fair  value  of  the  property  of  the  rail- 
roads. The  statutory  rule  recommended  by  the  Conference  pro- 
vides that  it  shall  be  the  duty  of  the  Interstate  Commerce  Com- 
mission to  authorize  or  establish  rates  and  fares  that  will  produce, 
not  for  each  railroad  company,  but  for  the  railroads  in  the 
aggregate  in  each  natural  traffic  section  of  the  country,  aggregate 
revenue  sufficient  to  yield,  after  provision  has  been  made  for 
renewals,  depreciation  and  unproductive  improvements  not  prop- 
erly chargeable  to  investment  account,  a net  return  (which  shall 
be  available  for  interest  and  dividends)  of  not  less  than  six  (6) 
per  cent,  per  annum  upon  the  aggregate  fair  value  of  the  property 
of  the  railroads  devoted  to  the  public  service  in  each  of  the  several 
traffic  sections.  It  is  recommended  that  “fair  value”  shall  be  ascer- 
tained by  the  Interstate  Commerce  Commission  by  giving  considera- 
tion not  only  to  physical  property,  but  also  to  earning  power  and 
such  elements  as  may  properly  receive  attention. 

The  determination  of  the  fair  value  of  the  railroads,  whether  for 
rate-making  or  for  other  purposes,  has  unavoidable  difficulties. 
When  the  Interstate  Commerce  Commission  completes  the  valua- 
tion it  is  making  that  will,  of  course,  be  adopted;  but  during  the 
next  three  to  five  years  some  temporary  method  of  determining 
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“fair  value”  must  be  followed.  The  recommendation  of  the  Trans- 
portation Conference,  stated  in  abbreviated  form,  is  that,  pending 
the  completion  of  the  valuation  now  being  made  by  the  Interstate 
Commerce  Commission,  the  fair  value,  for  rate-making  purposes, 
of  the  railroads  as  a whole  and  by  traffic  sections,  shall  be  their 
aggregate  property  investment  accounts ; while  the  fair  value  of  the 
property  of  an  individual  railroad  shall  temporarily  be  taken 
to  be  that  share  of  the  aggregate  property  investment  accounts  of 
all  the  railroads  in  the  traffic  section  in  which  the  road  is  situated 
which  the  particular  road’s  annual  railway  operating  income  bears 
to  the  aggregate  railway  operating  income  of  the  railroads  in  its 
traffic  section — public  authority  having  power  to  make  equitable 
adjustments  in  special  cases. 


Plan  for  Strengthening  and  Stabilizing  Railroad  Credit 

From  the  rates  made  in  carrying  out  the  foregoing  statutory 
ride,  the  best  situated,  or  most  ably  managed,  railroads  will  receive 
more  than  six  (6)  per  cent,  net,  while  the  less  favorably  located 
or  less  efficiently  managed  roads  will  obtain  less  than  six  (6)  per 
cent,  net  per  annum.  By  the  plan  adopted  by  the  Conference,  each 
of  the  railroad  companies  that  receive  a net  return  of  more  than 
six  (6)  per  cent,  per  annum  upon  the  fair  value  of  their  property 
are  to  be  required  to  put  half  of  the  excess  into  a company  contin- 
gent fund  until  that  fund  shall  amount  to  six  (6)  per  cent,  of 
the  fair  value  of  the  company’s  property,  while  the  other  half  of  the 
excess  is  to  be  turned  over  to  a general  railroad  contingent  fund 
administered  by  trustees  appointed  by  government  authority  and 
maintained  and  used  for  the  benefit  of  all  the  railroads  of  the 
country. 

When  any  railroad  company  has  brought  its  own  contingent 
fund  up  to  six  (6)  per  cent,  of  the  fair  value  of  its  property,  the 
company  shall  increase  its  annual  contribution  to  the  general  rail- 
road contingent  fund  to  two-thirds  of  its  net  income  in  excess  of  six 
(6)  per  cent.,  the  other  third  of  the  excess  being  retained  by  the 
company  for  distribution  among  the  stockholders  or  for  other  law- 
ful purposes.  This  plan  would  keep  the  profits  of  individual  rail- 
road companies  within  reasonable  limits  without  taking  away  from 
the  management  of  the  companies  the  incentive  to  effort  and 
efficiency. 
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The  purpose  of  the  general  railroad  contingent  fund  is  to  assure 
to  the  railroads  in  the  aggregate,  by  traffic  sections,  a return  of  six 
(6)  per  cent,  per  annum  upon  the  fair  value  of  their  property. 
The  fund  is  to  be  the  means  of  strengthening  and  stabilizing  rail- 
road credit,  and  to  do  this  (a)  without  making  the  government 
responsible  for  a fixed  return  to  individual  railroad  companies,  (b) 
without  imposing  unreasonable  rates  upon  the  public,  and  (c)  with- 
out permitting  the  railroads  that  have  been  unfortunately  located 
or  have  been  over-capitalized  or  otherwise  mismanaged  to  shift 
their  burdens  from  their  own  shoulders  onto  the  government  or  the 
pmblic  or  the  other  railroads.  The  general  railroad  contingent  fund, 
accumulated  in  the  manner  indicated,  is  to  be  drawn  upon  by  all 
railroads  of  a designated  traffic  section  when  in  any  year  the  net 
return  upon  the  aggregate  fair  value  of  the  property  of  all  the 
railroads  in  that  section  falls  below  six  (6)  per  cent.,  due  to  the 
fact  that  the  rates  authorized  or  established  by  the  Interstate  Com- 
merce Commission,  in  consequence  of  fluctuations  in  volume  of  busi- 
ness or  of  an  unexpected  increase  in  expenses,  have  not  yielded  the 
carriers  the  minimum  net  return  of  six  (G)  per  cent,  provided  by 
the  statutory  rule  of  rate  making. 

As  has  been  explained,  the  proposed  general  railroad  contingent 
fund  is  to  be  created  and  maintained  by  contributions  required  from 
such  companies  as  have  net  returns  (after  they  have  provided  for 
renewals,  depreciation  and  unproductive  improvements  and  are 
keeping  up  their  several  individual  contingent  funds)  in  excess  of 
six  (6)  per  cent,  per  annum  upon  the  fair  value  of  their  property 
devoted  to  the  public  service — two-thirds  of  the  excess  being  con- 
tributed. The  fund  is  to  be  drawn  upon  only  when,  and  to  the 
extent  that,  the  rates  and  fares,  which  are  controlled  by  the  Inter- 
state Commerce  Commission,  do  not  yield  the  railroads  the  con- 
templated annual  net  return  of  six  (6)  per  cent,  upon  the  aggregate 
fair  value  of  their  property — the  carriers  being  grouped  into  such 
natural  traffic  sections  as  may  be  designated  by  the  Commission. 

When  the  general  railroad  contingent  fund  is  drawn  upon  for 
the  purpose  of  bringing  the  aggregate  net  revenues  of  the  railroads 
in  any  traffic  section  up  to  six  (6)  per  cent,  upon  the  fair  value 
of  their  property,  all  of  the  railroads  in  the  traffic  section  shall  share 
in  the  distribution  pro  rata  to  their  gross  earnings.  By  this  plan 
the  weak  roads,  that  will  presumably  have  contributed  nothing  to 
the  general  fund,  will  receive  their  share  ; but  they  will  not  be  the 


11 

sole  beneficiaries  of  the  distribution.  It  is  not  the  purpose  of  the 
general  contingent  fund  to  give  to  the  properties  of  the  weak  roads 
values  which  they  do  not  possess ; its  purpose  is  to  assure  to  the  rail- 
roads as  a whole,  year  by  year,  a net  return  of  not  less  than  six 
(6)  per  cent,  upon  a fair  value  of  their  property;  and  thus  to 
establish  the  first  condition  precedent  to  stabilizing  railroad  credit 
as  a whole,  and  to  securing  for  the  public  adequate  railroad  trans- 
portation at  reasonable  capital  cost.  It  is  not  proposed  to  provide 
the  weak  roads  with  a net  return  upon  an  amount  in  excess  of  a 
fair  value  of  their  property. 

It  is  proposed  that  the  general  railroad  contingent  fund,  by  means 
of  which  railroad  credit  as  a whole  is  to  be  strengthened  and 
stabilized,  shall  be  built  up  gradually  during  a period  of  years 
until  the  fund  amounts  to  $750,000,000,  and  that  it  shall  be  main- 
tained at  that  figure.  If  the  fund  should  eventually  amount  to 
more  than  $750,000,000,  the  surplus  may  be  covered  into  the 
Treasury  of  the  United  States,  or  be  used  to  provide  the  public 
with  additional  transportation  facilities,  or  be  employed  to  lessen 
the  cost  to  the  public  of  transportation  by  reducing  the  capital  and 
investment  accounts  of  the  railroads. 


Consolidation  of  Railroads  Into  Strong  Competing  Systems 

The  grouping  or  consolidation  of  the  railroads  in  the  United 
States,  within  a reasonable  time,  into  a limited  number,  possibly 
twenty  to  thirty,  strong  competing  systems,  is  essential;  because 
railroad  rates  must  be  the  same  for  similar  services,  whether  per- 
formed by  the  weak,  necessitous  railroad,  or  by  the  strong  and 
prosperous  one.  It  is  in  the  interest  of  the  public  that  railroad 
charges  shall  be  neither  so  high  as  to  cause  the  strong  roads  to  profit 
unduly,  nor  so  low  as  to  force  the  weak  lines,  upon  which  large  sec- 
tions of  the  country  may  be  vitally  dependent,  into  bankruptcy  or 
into  such  a permanently  enfeebled  condition  as  to  prevent  them 
from  serving  the  public  adequately  and  efficiently.  All  sections  of 
the  country  ought  in  the  future  to  be  served  by  railroad  systems 
managed  by  companies  strong  enough  to  serve  the  public  with  pro- 
gressive efficiency  and  economy. 

It  will  be  necessary  for  the  government  to  return  the  railroads  to 
the  companies  from  which  they  were  taken,  but  the  obstacles  to  the 
grouping  or  consolidation  of  railroads,  under  conditions  approved 


12 

by  the  government,  should  be  removed,  and  provision  should  be 
made  for  bringing  all  of  the  railroads  in  the  country  within  a rea- 
sonable time  into  such  a number  of  strong  competing  systems  as  it 
may  be  found  desirable  or  necessary  to  perpetuate  in  order  to  secure 
for  each  principal  district  of  the  country  the  service  of  more  than 
one  system.  The  grouping  or  consolidation  should  be  about  the 
present  strong  systems,  that  is  along  commercial  lines,  and  not  by 
arbitrary  territorial  sub-divisions  of  the  country. 

While  presumably  it  will  not  be  practicable  for  the  government 
to  require  the  immediate  grouping  or  consolidation  of  the  railroads 
into  a limited  number  of  strong  competing  systems,  voluntary  con- 
solidations should  be  permitted  and  facilitated.  The  railroad  com- 
panies should  be  called  upon  to  submit,  for  approval  of  the  gov- 
ernment, plans  for  the  grouping  or  consolidation  of  the  roads,  and 
if  the  companies  do  not  submit  such  plans  within  a reasonable  time 
the  government,  acting  through  the  appropriate  authority,  should 
determine  and  announce  what  permanent  groupings  or  consolida- 
tions are  deemed  to  be  in  the  public  interest.  Should  the  consolida- 
tions thus  declared  to  be  in  the  public  interest  not  have  been  effected, 
or  should  they  not  be  well  advanced,  at  the  end  of  a reasonable 
period,  say  five  years,  power  should  be  given  the  appropriate  public 
authority  to  carry  through  the  desirable  mergers  by  compulsory 
proceedings,  if  in  the  judgment  of  Congress  such  power  can  be 
granted,  and  the  public  interests  will  be  thereby  advanced. 

Federalizing  Railroad  Corporations 

As  the  proposed  strong  competing  railroad  systems  come  into 
existence  by  consolidations,  approved  or  required  by  the  government, 
they  should  be  owned  and  operated  by  companies  subject  as  corpora- 
tions to  the  jurisdiction  of  the  United  States.  Congress  will  pre- 
sumably provide  for  permissive  Federal  incorporation  of  railroads, 
but  it  should  not  stop  there.  Some  effective  plan  should  be  devised 
for  changing  the  allegiance  of  the  railroad  corporations  from  the 
States  to  the  Federal  government. 

It  is  argued  by  some  lawyers  that  the  United  States  cannot  com- 
pel an  existing  railroad  company  to  surrender  its  State  charter, 
take  out  a Federal  charter,  and  transfer  its  property  to  the  new 
corporation ; but  it  is  also  pointed  out  by  others  that  it  is  not  neces- 
sary to  adopt  this  method  of  converting  existing  railroad  companies 
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from  State  to  Federal  corporations.  It  is  said  to  be  within  the 
power  of  Congress  to  pass  an  act  similar  in  principle  to  the  National 
Bank  Act,  by  which  railroad  companies  may  readily  transfer  their 
allegiance  from  the  States  to  the  United  States. 

Either  by  compulsory  Federal  incorporation,  or,  if  that  should 
not  be  feasible,  in  such  other  manner  as  Congress  may  determine,  all 
railroads  engaging  in  interstate  commerce  should  be  brought  as 
corporations  under  the  jurisdiction  of  the  United  States;  but  in  so 
doing  their  powers  of  local  taxation  and  police  regulation  should  be 
reserved  by  the  States.  By  reserving  those  powers  the  States  will 
retain  the  relation  to  interstate  carriers  by  rail  which  they  should 
logically  possess. 

Labor  Bepresentatives  and  Government  Directors  on 
Railroad  Boards 

It  is  recognized  by  everybody  that  the  railroad  business  is  of  a 
public  nature.  Railroad  corporations  differ  from  those  having  to 
do  with  the  management  of  private  enterprises.  The  public  is  en- 
titled to  information  regarding  the  corporate  activities  of  railroad 
companies,  and  provision  may  properly  be  made  for  participation  by 
representatives  of  the  government  in  the  deliberations  and  actions 
of  the  directors  of  railroad  companies.  Although  it  may  not  have 
been  necessary  in  the  past  that  the  public,  through  the  government 
should  be  represented  upon  the  directorates  of  the  multitude  of 
railroad  corporations,  it  seems  clearly  in  the  public  interest  that 
the  public  shall  have  a voice  in  the  management  of  the  large  and 
powerful  railroad  corporations  that  may  be  allowed  to  own  and 
operate  the  limited  number  of  consolidated  systems  which  it  is 
proposed  shall  be  perpetuated.  It  is  recommended  that  Congress 
require  these  large  corporations  of  the  future  to  organize  with  a 
board  of  twelve  directors,  three  of  whom  shall  be  selected  by  appro- 
priate authority  of  the  Federal  Government  to  represent  the  prin- 
cipal interests  in  the  several  territories  served  by  the  different 
systems. 

The  public  has  an  especial  interest  in  the  maintenance  of  har- 
monious relations  betw'een  the  railroads  and  their  employees. 
There  should  be  mutual  understanding  and  confidence  on  the  part 
of  the  employer  and  the  employed.  It  is  believed  that  this  relation- 
ship will  be  greatly  promoted  by  requiring  each  of  the  railroad  cor- 
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porations  that  are  to  own  and  operate  the  large  systems  contem- 
plated in  this  plan  to  include  in  its  directorate  one  member  wild 
shall  be  a representative  of  the  employees  of  the  system  managed 
by  the  board  and  shall  be  nominated  for  that  position  by  the  em- 
ployees. 


Boards  or  Adjustment  of  Wages  and  Hours  of  Service 

The  Conference  favors  the  adjustment  of  wages,  hours  of  labor 
and  other  conditions  of  service  of  railroad  employees  by  boards  con- 
sisting of  equal  numbers  of  representatives  of  employees  and  officers 
of  the  railroads,  with  appeal,  in  case  of  the  disagreement  (deadlock) 
of  an  adjustment  board  to  an  appropriate  Federal  authority  as 
referee. 


Federal  Regulation  of  Capital  Expenditures  and  Security 
Issues  of  Railroad  Companies 

Upon  one  subject  that  must  be  included  in  remedial  railroad  leg- 
islation there  is  apparently  little  or  no  difference  of  opinion.  Every- 
body seems  to  have  reached  the  conclusion  that  in  the  future  the 
capital  expenditures  and  the  security  issues  of  railroad  companies 
should  be  regulated  by  Federal  authority.  The  States  should  be, 
and  apparently  are,  quite  willing  to  retire  from  this  field  of  regula- 
tion, provided  the  regulating  authorities  of  the  State  are  officially 
notified  of  proposed  security  issues  and  afforded  an  opportunity  to 
be  heard  thereon. 

It  is  recommended  by  the  Transportation  Conference  that  in 
providing  for  exclusive  regulation  by  the  Federal  government  of 
the  capital  expenditures  and  the  security  issues  of  railroads  Con- 
gress adopt  the  following  method : Such  Federal  agency  as  Con- 
gress may  designate  shall  be  authorized  to  pass  upon  the  public 
necessity  for  expenditures  of  capital  (in  excess  of  a stipulated 
amount)  by  carriers  engaged  in  interstate  commerce  and  to  deter- 
mine the  amount  and  to  regulate  the  conditions  of  the  issuance  of 
securities  to  obtain  the  funds  required  to  cover  authorized  capital 
expenditures;  a railroad  company  applying  to  the  Federal  agency 
for  authority  to  make  capital  expenditures,  or  to  issue  securities, 
shall  be  required  to  file  with  the  proper  authorities  of  the  States  in 
which  the  railroad  is  located  copies  of  the  original  petition;  and 
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the  Federal  agency  shall  be  required  to  notify  said  State  authorities 
of  the  hearings  upon  the  petition. 


Regulation  of  Rates  by  the  Interstate  Commerce 

Commission 

The  Interstate  Commerce  Commission  has  performed  a task  of 
great  magnitude.  Its  work  of  regulating  rates  and  of  developing 
and  supervising  the  bureaus  connected  with  rate  regulation  and  rail- 
road valuation  has  increased  steadily  until  the  Commission  has 
come  to  carry  a heavy  load.  It  would  be  unwise  to  add  unneces- 
sarily to  its  present  duties,  especially  in  view  of  the  fact  that  its 
responsibilities  must  unavoidably  be  increased,  should  Congress  by 
legislative  enactment  confer  upon  the  Commission  such  power  over 
intrastate  rates,  rules  and  regulations  affecting  interstate  com- 
merce as  may  constitutionally  be  granted.  It  will  doubtless  be  pos- 
sible, and  probably  in  the  public  interest,  for  the  Interstate  Com- 
merce Commission  to  enlist  the  cooperation  of  existing  State  com- 
missions in  the  regulation  of  intrastate  rates  affecting  interstate 
commerce.  The  Conference  recommends  that  the  Commission  be 
given  power  to  organize  in  the  manner  that  it  may  deem  best  and 
be  given  authority  to  function  through  such  local  officials  or  agencies 
(including  State  commissions)  as  it  may  deem  necessary  to  create 
or  designate. 


A Federal  Transportation  Board — Its  Powers 

To  carry  out  the  plan  of  legislation  recommended  by  the  Trans- 
portation Conference  extensive  administrative  powers  must  be 
vested  in  some  Federal  agency.  It  is  believed  that  the  Interstate 
Commerce  Commission  ought  not  to  be  burdened  by  the  addition  to 
the  tasks  it  now  performs  of  a large  number  of  administrative 
duties.  Should  the  Commission,  as  is  contemplated,  become  the 
authority  for  the  sole  regulation  of  all  railroad  rates,  rules  and 
regulations  affecting  interstate  commerce,  its  duties  will  necessarily 
be  enlarged.  To  require  the  Commission  to  exercise  the  administra- 
tive functions  contemplated  in  the  proposed  plan  of  remedial  rail- 
road legislation  would  be  to  the  detriment  of  the  public  interest 
because  it  would  seriously  interfere  with  the  prompt  action  of  the 
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Commission  as  a body  for  the  regulation  of  rates,  the  task  for 
which  it  was  especially  created  and  for  the  performance  of  which  it 
is  peculiarly  adapted. 

It  is  recommended  that  a Federal  Transportation  Board  of  five 
members  be  established  to  exercise  the  administrative  functions  re- 
quired for  the  enforcement  of  the  proposed  remedial  railroad  legis- 
lation. The  following  specific  duties  should  be  entrusted  to  this 
Board : 

(a)  To  pass  upon  the  public  necessity  for  capital  expenditures 
and  to  regulate  the  security  issues  of  railroads. 

(b)  To  act  as  the  referee  in  cases  of  disagreement  (deadlock) 
of  a board  entrusted  with  the  adjustment  of  wages,  hours  of  em- 
ployment and  other  conditions  of  the  service  of  railroad  employees. 

(c)  To  administer  the  general  railroad  contingent  fund  and  to 
enforce  the  means  and  measures  that  may  be  provided  for  strength- 
ening and  stabilizing  railroad  credit. 

(d)  To  determine  and  announce  the  grouping  or  consolidation 
of  railroads  deemed  to  be  in  the  public  interest,  and  to  carry  out 
plans  authorized  by  Congress  for  merging  all  railroads  engaged  in 
interstate  commerce  into  strong,  competing  systems  severally 
owned  and  operated  by  companies  subject  as  corporations  to  the 
jurisdiction  of  the  United  States. 

(e)  To  promote  the  development  of  a national  system  of  rail, 
water  and  highway  transportation,  by  providing  for  the  articulation 
of  the  railroads  with  the  waterways  in  a traffic  sense,  by  bringing 
about  the  common  use  and  construction  of  terminal  and  transfer 
facilities  at  the  larger  centers  of  traffic,  and  by  such  other  means  as 
may  be  found  to  be  practicable  and  in  the  public  interest. 

(f)  To  inquire  into  the  practices  of  railroad  management  and 
to  propose  measures  for  preventing  abuses  therein. 

(g)  To  appoint  the  directors  that  shall  represent  the  government 
upon  the  directorates  of  the  proposed  consolidated  railroad  com- 
panies. 

The  board  which  performs  the  duties  enumerated  in  the  foregoing 
list  will  be  entrusted  with  an  executive  task  of  the  first  magnitude. 
It  should  be  a board  composed  of  men  of  the  highest  character  and 
attainments.  It  will  equal,  if  not  exceed,  in  importance,  the  Fed- 
eral Reserve  Board,  whose  creation  was  most  fortunate  and  whose 
services  have  been  of  great  value  to  the  public.  The  Federal  Trans- 
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portation  Board  should  be  primarily  administrative  in  purpose  and 
organization.  It  will  have  the  large  and  exacting  task  of  guiding 
and  facilitating  the  development  of  an  adequate  and  efficient 
national  system  of  transportation. 


A Railroad  Reserve  Fund  for  Use  During  the  Period  of  Tran- 
sition from  Government  to  Corporate  Management 

A severe  strain  will  be  placed  upon  railroad  credit  and  upon  the 
financial  stability  of  the  railroads  during  the  period  of  transition 
of  the  railroads  from  government  to  corporate  operation  unless 
special  precautionary  measures  are  adopted.  At  the  present  time 
the  railroads  are  being  operated  with  a large  and  increasing  deficit 
and  it  is  doubtful  whether  the  deficit  can  be  overcome  during  the 
remainder  of  this  calendar  year.  In  all  probability  many  of  the 
railroads  now  being  operated  by  the  government  will  be  showing  a 
deficit  at  the  time  they  are  returned  to  their  owners. 

The  several  railroad  companies  will  resume  the  operation  of  their 
properties  under  abnormal  conditions.  Most  rolling  stock  is  being 
used  by  the  railroads  as  a whole  without  much  regard  to  individual 
owmership ; to  some  extent  terminals  are  being  jointly  occupied  and 
used;  traffic  has  been  largely  rerouted  and  the  traffic  organizations 
of  the  carriers  have  been  to  a considerable  extent  disintegrated.  It 
will  take  the  corporations  some  little  time  to  readjust  themselves 
to  the  new  conditions  and  it  is  evident  that  the  government  will 
need  to  assist  the  carriers  financially  until  they  can  get  going. 

It  has  been  suggested  by  the  Hon.  Charles  A.  Prouty,  Director 
of  Accounting  in  the  United  States  Railroad  Administration,  and 
formerly  for  many  years  a member  of  the  Interstate  Commerce 
Commission,  that  “the  government  should  guarantee  for  one  year 
(after  turning  the  railroads  over  to  their  owners)  a return  equal  to 
75  per  cent,  of  the  contract  compensation  in  all  cases  where  con- 
tracts have  been  executed.  And  the  carrier  should  be  required 
to  pay  over  to  the  government  in  all  such  cases  75  per  cent,  of  any 
excess  which  it  may  make  over  and  above  the  contract  compensa- 
tion.” If  this  suggestion  were  adopted  the  United  States  Govern- 
ment would  guarantee  to  pay  the  railroad  companies  during  the  first 
year  of  private  operation  75  per  cent,  of  over  $900,000,000,  and 
would  have  little  assurance  that  the  sums  which  might  be  advanced 
would  ever  be  returned  to  the  government. 
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Recognizing  that  it  will  probably  be  necessary  for  the  govern- 
ment to  assist  the  carriers  temporarily  during  the  first  few  years  of 
corporate  operation  while  the  railroad  companies  are  building  up 
their  individual  contingent  funds  and  while  a start  is  being  made 
in  establishing  the  general  railroad  contingent  fund,  the  Transpor- 
tation Conference  recommends  that  Congress  make  an  appropriation 
loaning  $500,000,000  for  the  creation  of  a railroad  reserve  fund  to 
be  administered  by  the  Federal  Transportation  Board.  It  is  recom- 
mended that  the  board  be  required  to  invest  the  sum  thus  loaned  in 
United  States  bonds  or  notes,  the  interest  on  the  securities  to  be 
paid  annually  into  the  United  States  Treasury.  The  fund  which  is 
to  be  established  for  the  purpose  of  bringing  about  the  prompt 
stabilization  of  railroad  credit  and  of  facilitating  such  consoli- 
dation of  railroads  as  the  Board  shall  decide  to  be  in  the  public 
interest,  may  be  used  as  follows : 

The  reserve  fund  created  by  Congressional  loan  may  at  any  time 
during  the  first  ten  years  after  the  enactment  of  the  proposed  legisla- 
tion, be  drawn  upon  to  whatever  extent  may  be  necessary  to  enable  the 
trustees  of  the  general  railroad  contingent  fund  to  pay  over  to  the 
railroads  the  sums  which  they  may  be  entitled  to  draw  in  accordance 
with  the  provisions  controlling  the  distribution  of  money  from  the 
general  contingent  fund.  The  plan  recommended  by  the  Trans- 
portation Conference  provides,  however,  that  any  sum  advanced  by 
the  Federal  Transportation  Board  to  the  trustees  of  the  general 
railroad  contingent  fund  shall  be  repaid  to  the  board  with  interest 
as  soon  as  the  general  railroad  contingent  fund  shall  reach,  and  be 
maintained  at,  the  amount  of  $500,000,000.  In  other  words,  after 
the  general  railroad  contingent  fund  shall,  from  the  contributions 
received  from  the  railroads,  have  reached  $500,000,000  the  first 
claim  upon  the  fund  will  be  the  repayment  to  the  government  of  the 
amount  loaned  at  the  time  of  the  transition  of  the  roads  from  gov- 
ernment to  corporate  operation. 

Finally  it  is  recommended  by  the  Transportation  Conference  that 
the  Federal  Transportation  Board  or  the  War  Finance  Corporation 
(the  Act  creating  that  corporation  having  been  appropriately 
amended)  be  authorized  to  advance  public  funds  (under  terms  that 
will  ensure  the  government  against  loss)  to  certain  individual  roads 
whose  credit  and  financial  operations  it  may  be  necessary,  in  the 
public  interest,  temporarily  to  protect  during  the  transition  to  nor- 
mal stable  conditions. 
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Many  of  the  details  contained  in  the  plan  of  railroad  legislation 
recommended  by  the  Transportation  Conference  have  been  omitted 
from  this  statement  which  has  been  confined  to  a discussion  of 
the  main  features  of  the  proposed  legislation.  The  plan  in  full  is 
as  follows : 
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PROGRAM  OF  RAILROAD 
LEGISLATION 

ADOPTED  BY 

THE  NATIONAL  TRANSPORTATION 
CONFERENCE 

COMPOSED  OF  MEN  FROM 

Finance,  Commerce,  Industry,  Agriculture,  Labor  and 
Transportation;  Economists;  State  and  Federal 
Railroad  Commissions;  and  the  Railroad 
Committee  of  the  Chamber  of  Com- 
merce of  the  United  States 

Corporate  Ownership  and  Operation  of  Railroads 

Section  1.  The  Transportation  Conference  favors  corporate 
ownership  of  the  railroads  in  the  United  States;  and  is  therefore 
opposed  to  government  ownership  of  the  roads  and  to  their  opera- 
tion either  by  the  government  itself  or,  under  lease  from  the  gov- 
ernment, by  corporations  whether  organized  as  regional  monopolies 
or  as  large  competing  systems. 

Prompt  Enactment  of  Railroad  Legislation 

Section  2.  The  Conference  favors  the  enactment  of  remedial  rail- 
road legislation  at  the  earliest  possible  date.  It  favors  the  con- 
tinuation of  the  present  government  possession  and  operation  of 
the  railroads  only  until  such  legislation  can  be  enacted  and  made 
effective.  If  possible,  legislation  should  be  enacted  within  the 
present  calendar  year. 

Consolidation  of  Railroads  into  Strong  Competing  Systems 

Section  3.  The  Conference  is  in  favor  of  permitting  and  facilita- 
ting the  consolidation,  in  a manner  to  be  approved  by  the  govern- 
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ment,  of  existing  railroads  into  strong  competitive  systems  so 
located  that  each  of  the  principal  traffic  districts  of  the  country 
shall  be  served  by  more  than  one  system. 


Railroad  Corporations  to  be  Brought  Under  Federal 

Jurisdiction 

Section  4.  The  Conference  favors  action  by  Congress  that  will 
bring  all  interstate  railroads  as  corporations  under  the  jurisdiction 
of  the  United  States  either  by  Federal  incorporation  or  in  such 
other  manner  as  Congress  may  determine,  the  matters  of  local  taxa- 
tion and  police  regulation  to  be  reserved  by  the  States. 


Federal  Regulation  of  Capital  Expenditures  and  Security 

Issues 

Section  5.  The  Conference  favors  Federal  regulation  of  the 
issuance  of  securities  by  all  railroads  engaged  in  interstate  com- 
merce. This  regulation  should  be  exclusive  and  should  be  exer- 
cised in  the  following  manner : Such  Federal  agency  as  Congress 
may  designate  shall  be  authorized  to  pass  upon  the  public  necessity 
for  expenditures  of  capital  (in  excess  of  a stipulated  amount)  by 
carriers  engaged  in  interstate  commerce  and  to  determine  the 
amount  and  to  regulate  the  conditions  of  the  issuance  of  securities 
to  obtain  the  funds  required  to  cover  authorized  capital  expendi- 
tures ; a railroad  company  applying  to  the  Federal  agency  for  author- 
ity to  make  capital  expenditures,  or  to  issue  securities,  shall  be 
required  to  file  with  the  proper  authorities  of  the  States  in  which 
the  railroad  is  located  copies  of  the  original  petition;  and  the  Fed- 
eral agency  shall  be  required  to  notify  said  State  authorities  of  the 
hearings  upon  the  petition. 


Interstate  Commerce  Commission  to  Regulate  Rates  that 
Affect  Interstate  Commerce 

Section  6.  The  Conference  favors  the  sole  regulation  by  the 
Interstate  Commerce  Commission  of  all  railroad  rates  and  of  all 
rules  and  regulations  bearing  thereon  affecting  interstate  commerce. 
For  the  performance  of  its  duties  the  Commission  should  be  given 
power  to  organize  in  the  manner  it  may  deem  best,  and  be  given 
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authority  to  function  through  such  local  officials  or  agencies  as  it 
may  deem  necesary  to  create  or  designate. 

Federal  Transportation  Board;  Its  Duties 

Section  7.  The  Conference  favors  the  creation  of  a Federal 
Transportation  Board  of  five  members.  It  shall  be  the  general  duty 
of  the  Board  to  promote  the  development  of  a national  system  of 
rail,  water  and  highway  transportation  to  inquire  into  and  propose 
measures  for  preventing  abuses  therein,  to  pass  upon  the  public 
necessity  for  capital  expenditures  and  to  regulate  security  issues  as 
provided  by  Section  5.  The  Federal  Transportation  Board  shall 
act  as  the  referee  in  cases  of  the  disagreement  (deadlock)  of  a 
board  entrusted  with  the  adjustment  of  wages,  hours  of  labor  or 
other  conditions  of  service  of  railroad  employees.  It  shall,  also, 
be  the  duty  of  the  Federal  Transportation  Board  to  administer  and 
enforce  the  means  and  measures  that  may  be  provided  for  strength- 
ening and  stabilizing  railroad  credit ; it  shall  determine  the  group- 
ing or  consolidation  of  railroads  deemed  to  be  in  the  public  interest, 
and  carry  out  plans  authorized  by  Congress  for  merging  all  rail- 
roads engaged  in  interstate  commerce  into  strong  competing 
systems  severally  owned  and  operated  by  companies  subject  as  cor- 
porations to  the  jurisdiction  of  the  United  States. 

Boards  for  Adjustment  of  Wages  and  Hours  of  Service  of 

Bailroad  Employees 

Section  8.  The  Conference  favors  the  adjustment  of  wages, 
hours  of  labor  and  other  conditions  of  service  of  railroad  employees 
by  boards  consisting  of  equal  numbers  of  representatives  of  em- 
ployees and  officers  of  the  railroads,  with  appeal,  in  case  of  the 
disagreement  (deadlock)  of  an  adjustment  board,  to  the  Federal 
Transportation  Board  as  referee. 

The  Conference  favors  the  adoption  by  Congress  of  the  plan  con- 
tained in  the  following  Sections,  9 to  19  inclusive,  for  the  purpose 
of  strengthening  and  stabilizing  railroad  credit,  of  protecting  the  in- 
terest of  the  investing  public  and  of  promoting,  in  the  highest  de- 
gree both  legal  and  moral  accountability  upon  the  part  of  railroad 
directorates  and  of  railroad  executive  officers,  and  of  bringing  about 
as  promptly  as  practicable  the  consolidation  of  existing  railroads 
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into  such  number  of  competitive  systems,  owned  and  operated  by 
companies  subject  as  corporations  to  Federal  jurisdiction,  as  shall 
be  found  to  be  in  the  public  interest. 


Statutory  Bule  of  Bate  Making 

Section  9.  The  Conference  recommends  that  a statutory  rule  be 
enacted  by  Congress  requiring  that  railroad  rates  and  fares,  to  be 
established  by  public  authority,  shall  be  designed  to  yield  the  rail- 
road companies  in  each  traffic  section  of  the  United  States  (as  shall 
be  designated  by  Federal  authority)  aggregate  revenue  sufficient  to 
produce,  after  proper  provision  has  been  made  for  renewals  and 
depreciation,  a net  return  (which  shall  be  available  for  interest  and 
dividends)  of  not  less  than  six  (6)  per  cent,  per  annum  upon  the 
aggregate  fair  value  of  the  property  of  the  railroads  devoted  to  the 
public  service  in  each  of  the  several  sections.  The  items  of  “re- 
newal and  depreciation”  shall  also  include  unproductive  improve- 
ments not  properly  chargeable  to  investment  account  and  against 
which  no  capital  or  capital  obligations  shall  be  issued. 


Temporary  and  Permanent  Valuation  as  a Basis  for  Bate 

Making 

Section  10.  The  net  return  to  be  obtained  by  the  railroads  as  a 
result  of  the  enforcement  of  a statutory  rule  of  rate  making  shall 
be  based  upon  a fair  value  of  the  railroad  property  devoted  to  the 
public  service,  as  ascertained  by  the  Interstate  Commerce  Commis- 
sion, such  valuation  to  include  a consideration  of  physical  property, 
earning  power,  and  such  other  elements  as  may  be  proper  in  de- 
termining fair  value. 

Until  such  valuation  shall  have  been  determined,  the  valuation 
to  be  adopted  for  the  railroads  in  the  United  States  as  a whole,  and 
by  traffic  sections,  shall,  for  the  purpose  of  making  the  rates  that 
yield  the  aggregate  net  return  to  be  provided  by  statute,  be  their 
aggregate  railway  property  investment  accounts. 

For  the  purpose  of  ascertaining  excess  income,  the  valuation  of 
any  individual  railroad  system,  pending  the  completion  of  the 
said  Federal  valuation,  upon  which  it  shall  be  entitled  to  retain 
six  (6)  per  cent,  per  annum,  shall  be  that  proportion  of  the  aggre- 
gate property  investment  accounts  of  all  the  railroads  of  the  traffic 
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section  in  which  it  is  located,  which  its  average  annual  railway 
operating  income  (computed  for  the  period  and  in  the  manner 
prescribed  by  the  Federal  Control  Act  of  March  21,  1918)  bears  to 
the  aggregate  annual  railway  operating  income  of  all  the  railroads 
of  such  traffic  section,  computed  in  the  same  manner;  provided, 
first,  that  if  the  use  of  the  above  stated  formula  shall  produce  a 
valuation  of  any  particular  railroad  system  greater  than  the  amount 
of  its  average  property  investment  account  for  the  three  year  period 
ending  June  30,  1917,  the  amount  of  such  property  investment  ac- 
count shall  be  used  instead  of  the  valuation  derived  by  the  formula ; 
and  provided,  second,  that  nothing  herein  contained  shall  operate 
to  reduce  the  railway  operating  income  which  any  particular  rail- 
road system  shall  be  permitted  to  retain  below  its  annual  average 
railway  operating  income,  or  compensation  as  computed  or  allowed 
to  it  under  the  Federal  Control  Act  of  March  21,  1918.  To  such 
valuation  as  shall  be  derived  for  any  railroad  system  in  the  manner 
above  stated,  there  shall  be  added  all  increases  of  property  invest- 
ment made  by  such  system  after  June  30,  1917. 

The  Federal  Transportation  Board  shall  be  vested  with  the  same 
power  to  make  such  specific  adjustments,  in  particular  cases,  as  it 
may  deem  requisite  and  equitable,  as  is  conferred  on  the  Director 
General  of  Bailroads  under  the  Bailroad  Control  Act,  March  21, 
1918. 


Creation  of  Individual  Bailroad  Contingent  Fund 

Section  11.  All  railroad  companies  engaged  in  interstate  com- 
merce shall  be  required  to  observe  the  following  regulations  under 
the  direction  of  the  Federal  Transportation  Board : 

(a)  Whenever  the  net  railway  operating  income  of  a railway  com- 
pany available  for  the  payment  of  interest  and  dividends  (after 
provision  has  been  made  for  renewals,  depreciation  and  unproduc- 
tive improvements  as  defined  in  Section  9)  shall  exceed  six  (6)  per 
cent,  upon  the  fair  value  of  its  property,  or  upon  its  temporary 
valuation  as  determined  by  Section  10  (the  “fair  value  of  property” 
being  used  in  this  section  to  include  both  temporary  and  permanent 
valuation)  one-half  of  the  said  excess  railway  operating  income 
above  six  (6)  per  cent,  shall  be  placed  in  a contingent  fund  of  the 
company  until  such  amount  to  six  (6)  per  cent,  of  the  fair  value  of 
the  company’s  property.  The  remaining  half  shall  be  turned  over 
to  a general  railroad  contingent  fund  as  provided  by  Section  12. 
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Maintenance  of  Individual  Railroad  Contingent  Fund 

(b)  A railroad  company  may  draw  upon  its  own  contingent  fund 
whenever,  and  to  the  extent  that,  its  said  annual  railway  operating 
income  shall  fall  below  six  (6)  per  cent,  of  the  fair  value  of  the 
property  as  determined  by  Section  10 ; but  whenever  the  railroad’s 
contingent  fund  is  thus  drawn  upon,  the  fund  shall  be  replenished 
from  the  company’s  share  in  subsequent  excess  earnings  until  the 
fund  is  restored  to  six  (6)  per  cent,  of  the  fair  value  of  the  com- 
pany’s property. 

Distribution  of  Excess  Operating  Income 

(c)  When  any  individual  railroad  company  earns  an  annual  rail- 
way operating  income  of  six  (6)  per  cent,  upon  a fair  value  of  its 
property  and  has  established  and  is  maintaining  a contingent  fund 
of  its  own  amounting  to  six  (6)  per  cent,  on  the  fair  value  of  its 
property,  the  company  shall  turn  over  to  a general  railroad  contin- 
gent fund,  two-thirds  of  the  company’s  railway  operating  income 
in  excess  of  six  (6)  per  cent.,  the  remaining  one-third  of  said  excess 
to  be  retained  by  the  railroad  company  for  distribution  among  its 
stockholders  or  for  such  other  lawful  purposes  as  it  may  determine. 


Creation  of  General  Kailroad  Contingent  Fund 

Section  12.  There  shall  be  established  a general  railroad  contin- 
gent fund  for  the  purpose  of  making  good  any  deficiency  in  any 
year  below  six  (6)  per  cent,  upon  the  aggregate  fair  value  of  the 
properties  of  the  railroads  of  a section.  The  amount  of  such  defi- 
ciency shall  be  drawn  from  the  general  railroad  contingent  fund  for 
distribution  among  the  railroads  in  any  traffic  section,  upon  the 
basis  of  the  gross  earnings  from  railroad  operations  of  the  railroads 
within  such  section ; and  if  the  result  of  this  distribution  causes 
the  railway  operating  income  of  any  individual  railroad  to  exceed 
six  per  cent,  this  excess  shall  be  applied  as  provided  in  Section  11. 

Maintenance  of  General  Railroad  Contingent  Fund 

Section  13.  In  any  year,  following  the  completion  of  the  mergers 
hereinafter  provided  for,  when  the  yield  from  rates  established  by 
Federal  authority  equals  six  per  cent,  upon  the  aggregate  fair 
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value  of  the  property  of  the  railroads  in  any  traffic  section,  and  the 
total  contribution  made  in  any  such  year  to  the  general  railroad 
contingent  fund  amounts  to  less  than  five  per  cent,  of  the  aggregate 
net  earnings  from  operation  in  that  traffic  section,  then  the  railroads 
in  that  section  shall  contribute  to  the  general  contingent  fund 
the  sum  necessary  to  bring  the  contribution  for  the  year  up  to  five 
per  cent,  of  the  aggregate  net  earnings  from  operation — each  com- 
pany being  required  to  contribute  for  this  purpose  pro  rata  to  its 
net  earnings  from  operation  for  that  year. 

Management  of  General  Eailroad  Contingent  Fund 

Section  14.  The  general  railroad  contingent  fund  shall  be 
managed  by  trustees  appointed  by  the  Federal  Transportation  Board 
from  men  nominated  by  the  railroad  companies.  Moneys  turned 
over  to  the  fund  shall  be  invested  by  the  trustees  in  United  States 
Government  securities,  or  shall  be  deposited  in  the  Federal  Eeserve 
Banks. 


Amount  of  General  Eailroad  Contingent  Fund 

Section  15.  The  general  railroad  contingent  fund  shall  he 
accumulated  by  its  trustees  until  it  amounts  to  $750,000,000,  and 
be  maintained  at  that  sum  for  the  purpose  hereinbefore  provided, 
and  any  excess  thereafter  acquired  shall  be  used  when  and  as  di- 
rected by  the  Federal  Transportation  Board  for  the  development 
of  the  railroad  transportation  system  of  the  country,  or  for  the 
increase  of  transportation  equipment  and  facilities,  or  for  the  pro 
rata  reduction  of  the  capital  or  capital  obligations  and  property 
investment  accounts  of  the  railroads,  or,  if  so  ordered  by  Congress, 
the  excess  shall  be  turned  over  to  the  Treasury  of  the  United  States. 


Eailroad  Eeserve  Fund 

Section  16.  To  facilitate  the  prompt  stabilization  of  railroad 
credit  and  such  consolidation  of  railroads  as  the  Federal  Trans- 
portation Board  shall  decide  to  be  in  the  public  interest,  it  is 
recommended  that  Congress  create  a railroad  reserve  fund  and 
appropriate  for  this  purpose  the  sum  of  $500,000,000.  This  fund 
shall  be  administered  by  the  Federal  Transportation  Board  which 
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shall  invest  it  in  United  States  bonds  or  notes,  the  interest  accru- 
ing from  such  bonds  or  notes,  or  the  earnings  upon  the  proceeds 
thereof,  to  be  paid  annually  into  the  United  States  Treasury.  In 
case,  at  any  time  during  the  first  ten  years  after  the  enactment  of 
this  legislaion,  the  general  railroad  contingent  fund,  provided  by 
Section  12,  shall  not  be  sufficient  to  make  good  deficiencies  as  de- 
scribed in  that  section,  then  the  Federal  Transportation  Board  shall 
pay  into  the  general  railroad  contingent  fund,  as  far  as  the  Board’s 
available  funds  permit,  the  amount  necessary  to  enable  the  trustees 
of  the  general  railroad  contingent  fund  to  make  over  to  the  railroads 
the  sums  due  them  for  that  year  under  the  stipulations  of  said 
Section  12;  provided,  however,  that  any  sums  so  paid  by  the 
Federal  Transportation  Board  shall  be  repaid  with  interest  by  the 
trustees  of  the  general  railroad  contingent  fund  from  contributions 
received  from  the  railroads  after  the  general  railroad  contingent 
fund  shall  reach  and  be  maintained  at  the  amount  of  $500,000,000. 

Grouping  and  Consolidation  of  Existing  Railroads 

Section  17.  The  consolidation  of  railroads  into  a limited  number 
of  strong  competitive  systems  under  conditions  to  be  prescribed  by 
Congress  is  believed  to  be  in  the  public  interest  and  should  be  car- 
ried out  as  promptly  as  practicable,  in  accordance  with  plans  to  be 
submitted  by  the  carriers  and  approved  and  announced  by  the  Fed- 
eral Transportation  Board.  In  order  to  bring  about  this  consolida- 
tion of  railroad  companies,  jurisdiction  of  which  has  been  perfected 
as  contemplated  in  Section  4,  the  Federal  Transportation  Board 
shall  determine  for  itself  and  announce  the  grouping  of  railroads 
in  case  such  railroads  have  not  within  a reasonable  time  submitted 
plans  for  its  approval  for  consolidation  in  any  given  section  and 
the  Board  deems  such  consolidation  to  be  in  the  public  interest. 

If  the  consolidations  thus  announced  by  the  Transportation  Board 
shall  not  have  been  affected  or  well  advanced  within  five  years  after 
announcements  the  Board  should  be  given  power  to  carry  through 
such  mergers  by  compulsory  proceedings,  if  in  its  judgment  the 
public  interest  would  be  thereby  advanced. 

Government  Directors  on  Railroad  Boards 

Section  18.  Any  railroad  corporation,  that  may  be  allowed  by 
the  Federal  Transportation  Board  to  acquire  the  securities  or 
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properties  of  other  railroad  companies  and  to  form  a consolidated 
railroad  system  under  the  jurisdiction  of  the  United  States,  shall 
be  required  by  the  Board  to  organize  with  a Board  of  twelve  direc- 
tors, one  of  whom  shall  be  a representative  of  the  employees  of  the 
system  and  nominated  for  that  position  by  such  employees,  and 
three  of  whom  shall  be  selected  by  the  Federal  Transportation 
Board  to  represent  the  principal  interests  involved  in  the  territory 
served  by  such  system.  The  board  of  directors  thus  selected  shall 
make  such  regular  and  special  reports  to  the  Transportation  Board 
as  that  Board  may  require. 


Temporary  Aid  to  Certain  Bailroads  Pending  Consol] dation 

Section  19.  Should  it  be  found  by  the  Transportation  Board 
to  be  in  the  public  interest  to  protect  the  credit  and  financial  opera- 
tions of  some  railroads  pending  the  completion  of  the  railroad 
consolidations  herein  contemplated,  it  is  recommended  that  one  or 
the  other  of  the  following  plans  be  adopted : 

1.  That  the  Transportation  Board  be  endowed  with  power,  and 
granted  the  necessary  funds  to  extend  credits  to  such  rail- 
roads during  the  period  of  consolidation;  or 

2.  That  the  existing  machinery  of  the  War  Finance  Corporation 
be  employed  for  this  purpose. 

If  the  second  recommendation  is  adopted,  appropriate  legislation 
should  be  enacted  to  enable  the  War  Finance  Corporation  to  ad- 
vance funds  to  railroads  under  terms  that  may  be  approved  by  the 
Federal  Transportation  Board. 
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COMPULSORY  FEDERAL 
INCORPORATION 

FOR 

CONSOLIDATED  RAILROAD  SYSTEMS 

Bij  ALEX.  W.  SMITH,  Atlanta,  Ga. 


Opinions  of  learned  counsel  of  the  National  Association  of  Own- 
ers of  Railroad  Securities  have  been  widely  circulated  by  that  asso- 
ciation declaring  that  there  is  no  constitutional  method  for  the 
creation  of  Federal  railroad  corporations  and  compelling  transfer 
to  them  of  their  existing  properties  without  the  consent  of  their 
stockholders,  or  of  the  States  creating  them,  and  thus  forcing  abdi- 
cation of  their  corporate  obligations  and  duties  under  their  State 
charters.  When  we  consider  that  this  proposition  rests  on  the 
premise  that  separate  and  distinct  Federal  corporations  are  to  be 
created  and  that  they  are  to  take  over  by  transfer,  either  through 
negotiation  or  condemnation,  the  assets  of  the  existing  railroad 
companies,  the  legal  conclusion  of  the  eminent  lawyers  who  have 
furnished  or  endorsed  these  opinions  is  unquestionably  sound. 

It  must  be  understood  at  the  threshold,  therefore,  that  the  recom- 
mendation of  the  Transportation  Conference  involving  compulsory 
Federal  incorporation  of  the  existing  interstate  carriers  does  not 
take  issue  with  the  legal  conclusion  above  referred  to,  based,  as  it  is, 
on  the  premise  above  stated. 

The  country  is  confronted,  however,  with  the  absolute  necessity 
of  the  Federal  Government  being  vested  with  full  jurisdiction  of 
interstate  carriers  in  their  corporate  functions  in  addition  to  the 
constitutional  jurisdiction  now  exercised  by  Congress  over  the 
activities  of  these  carriers  in  connection  with  interstate  commerce. 
Unless  this  is  accomplished,  the  proposition  that  the  government 
shall  authorize  the  consolidation  of  these  existing  carriers  into 
large  systems  which  will  necessarily  interfere  with  competition  in 
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local  territory  becomes  a legal  impossibility,  because  it  will  run 
counter  to  constitutional  inhibitions  in  a large  number  of  States 
prohibiting  such  consolidations  by  the  corporations  they  have 
severally  created.  Being  creatures  of  the  States,  they  are  necessarily 
subject  to  the  control  of  its  constitutional  requirements. 

Aside  from  the  insuperable  legal  difficulty  thus  indicated,  it  is 
a wholly  impracticable  thing  to  transfer  and  transplant  the  assets 
and  liabilities  of  the  existing  corporations  engaged  in  interstate 
commerce  into  new  corporations  created  for  the  purpose.  Take 
the  Southern  Railway  Company  as  a concrete  example.  It  is  a 
system  made  up  of  more  than  one  hundred  separate  railroad  corpora- 
tions. It  owns  some  of  them ; it  controls  others  under  long  leases, 
and  others  by  majority  stockholding.  It  has  effected  their  merger 
by  all  the  known  methods  of  putting  one  railroad  under  the  opera- 
tive control  of  another.  Their  obligations,  under  the  kaleidoscopic 
arrangements  it  has  made  in  bringing  the  system  together,  could 
not  be  transformed  and  lifted  out  of  the  several  State  corporations 
and  set  down  in  a new  Federal  corporation.  As  a business  proposi- 
tion it  would  be  impractical. 

It  is  respectfully  submitted,  however,  that  the  problem  is  not 
insoluble,  for  there  lies  on  the  surface  a method  to  accomplish  the 
desired  results  in  a perfectly  simple  way,  viz. : The  passage  by 
Congress  of  a general  Federal  incorporation  act  along  lines  parallel 
to  the  laws  incorporating  national  banks  and  nationalizing  State 
banks.  This  is  the  basic  idea  of  the  recommendation  of  the  Trans- 
portation Conference  on  this  subject,  and  the  idea  has  been  devel- 
oped in  the  draft  of  the  Remedial  Railroad  Law,  which  will  be  pre- 
sented by  the  representatives  of  this  conference. 

If  Congress  should  adopt  this  bill  existing  railroad  companies 
engaged  in  interstate  commerce  and  operating  under  State  charters 
could  take  out  certificates  of  incorporation,  to  be  issued  as  therein 
provided,  under  which  they  would  become  Federal,  or  national,  cor- 
porations without  destroying  their  corporate  identity  and  existence; 
without  changing  their  officers  and  stockholders;  and  without  dis- 
turbing the  title  to  their  assets  or  the  integrity  of  their  existing  lia- 
bilities; and  the  continuity  of  their  business  would  not  be  inter- 
rupted. 

The  authorities  conclusively  establish  that  such  a proceeding 
results  in  a mere  transition  and  not  a new  creation,  and  does  not 
destroy  previous  identity  or  corporate  existence,  and  simply  results 
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in  a continuation  of  the  same  body,  with  the  same  officers  and  stock- 
holders, the  same  property,  assets  and  business  under  a changed 
jurisdiction.  Any  interstate  railroad  thus  nationalized  would 
remain  one  and  the  same  railroad,  and  would  go  on  doing  business 
uninterruptedly,  under  its  existing  liabilities  and  contractual 
privileges  and  obligations. 

The  leading  case  on  the  subject  arose  out  of  the  conversion  of 
a State  bank  into  a national  bank.  That  case  finally  reached  the 
Supreme  Court  of  the  United  States,  and  is  cited  as  follows: 

Claggett  v.  Metropolitan  National  Bank,  4 N.  Y.  Supp.  15 ; 

(Same  case),  56  Hun.,  578; 

(Same  case),  125  N.  Y.,  729; 

(Same  case),  141  U.  S.,  520. 

Suit  by  holders  of  some  of  the  bills  of  this  bank  issued  by  it  as 
a State  bank  and  outstanding  when  it  became  a national  bank 
under  the  act  of  Congress.  At  the  time  of  the  conversion  of  the 
bank  it  deposited  with  the  Superintendent  of  Banks  of  the  State 
of  New  York  a sum  of  money  equal  to  its  outstanding  circulation, 
and  the  Superintendent  of  Banks  pursuant  to  the  State  law  pub- 
lished notice  that  the  circulating  notes  of  said  bank  would  be 
redeemed  at  par  at  any  time  within  six  years  from  the  date  of 
notice,  and  thereafter  cease  to  be  a charge  on  the  redemption  fund 
placed  in  the  hands  of  the  superintendent  for  that  purpose.  The 
bank  notes  sued  on  were  not  presented  for  redemption  within  the 
time  limited  and  the  bank  (then  a national  bank)  was  sued  to 
recover  their  value,  and  plead  exemption  from  liability  under  Chap- 
ter 236  of  the  New  York  Laws  of  1859,  as  amended,  on  the  ground 
that  its  liability  ceased  because  of  the  deposit  of  the  redemption 
fund,  the  notice  of  the  Superintendent  of  Banks,  and  the  failure 
to  present  said  bills  for  redemption  within  the  time  limited. 

The  court  held  that  the  act  of  1859  was  passed  in  order  to  facili- 
tate the  liquidation  of  State  banks,  and  was  not  intended  to  affect 
banks  whose  business  was  to  go  on  continuously.  That  if  the 
Metropolitan  Bank  did  close  business  by  becoming  a national 
bank  the  act  of  1859  would  be  applicable  and  the  defense  would  he 
unanswerable. 

It  thus  appears  that  the  exact  question  involved  was:  Did  the 
conversion  of  the  State  bank  into  a national  bank  close  its  business  ? 
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The  court  held  it  did  not,  and  cited  the  case  of  Bank  v.  Phelps, 
97  N.  Y.,  44,  where  it  was  held  that: 

“The  general  scheme  of  the  national  banking  act  is  that  State 
banks  may  avail  themselves  of  its  privileges,  and  subject  them- 
selves to  its  liabilities,  without  abandoning  their  corporate  existence, 
without  any  change  in  the  organization,  officers,  stockholders,  or 
property,  and  without  interruption  of  their  pending  business  or 
contracts.  All  property  and  rights  which  they  held  before  organ- 
izing as  national  banks  are  continued  to  be  vested  in  them  under 
their  new  status,”  and  “although  in  form  their  property  and  rights 
as  State  banks  purport  to  be  transferred  to  them  in  their  new  status 
of  national  banks,  yet,  in  substance,  there  is  no  actual  transfer  from 
one  body  to  another,  but  a continuation  of  the  same  body  under  a 
change  jurisdiction.  As  between  it  and  those  who  have  contracted 
with  it,  it  retains  its  identity,  notwithstanding  its  acceptance  of  the 
privilege  of  organizing  under  the  national  banking  act.” 

“When  that  case  was  decided  in  this  court,  Gilbert,  J.,  whose  view 
is  indorsed  by  the  Court  of  Appeals,  said  (16  Hun.,  158)  : ‘The 
change  from  a State  to  a national  bank  did  not  destroy  either  the 
existence  or  the  identity  of  the  corporation.  Such  change  conferred 
new  franchises,  and  imposed  new  duties  and  liabilities,  on  the 
corporate  body  in  addition  to  those  which  it  previously  had,  but 
nothing  more.  There  was  a slight  change  in  the  corporate  name, 
but  the  new  name  designated  the  same  entity.  In  short,  the  legal 
effect  of  the  change  was  merely  the  acceptance  of  a new  charter 
by  the  corporation.  It  remained  to  every  intent  and  purpose  as  it 
did  before,  though  its  name  was  altered,  its  new  charter  was 
granted  by  the  national  instead  of  the  State  Legislature.’ 

“The  necessary  result  of  this  view  of  the  law  is  that  the  change 
or  conversion  of  the  Metropolitan  Bank  to  the  Metropolitan  Na- 
tional Bank  did  not  result  in  a close  of  its  business.  It  remained 
the  same  bank,  and  went  on  doing  business  continuously;  and  a 
mere  passing  of  a resolution  that  it  intended  to  close  business  could 
not  have  the  effect  now  claimed,  as  the  intention  manifestly  was 
simply  to  prosecute  its  then  ‘pending  business,’  and  to  conduct  busi- 
ness thereafter  under  the  changed  jurisdiction.” 

The  defense  in  the  Claggett  case,  supra,  was  stricken  and  the 
plaintiff  recovered. 

This  judgment  was  affirmed  at  the  general  term  (56  Hun.,  578) 
and  by  the  New  York  Court  of  Appeals  without  opinion  (125  N.  Y., 
729)  and  by  the  Supreme  Court  of  the  United  States  (141  U.  S., 
520).  In  thus  affirming  the  Supreme  Court  says: 

“This  decision  is  so  manifestly  correct  that  it  needs  no  argument 
to  sustain  it.” 
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The  affirmance  of  the  case  of  Claggett  v.  Metropolitan  Bank  is 
controlling  on  the  subject,  but  several  of  the  courts  of  last  resort 
in  States  other  than  New  York  have  ruled  the  same  way. 

“Under  the  provisions  of  act  1865,  c.  144,  a State  bank  organized 
as  a national  bank  in  June,  1865;  and  in  1874  it  sued  out,  in  its 
old  corporate  name  a scire  facias  on  a judgment  obtained  in  1864. 
Held,  that  the  new  bank  was  substantially  the  plaintiff,  and,  as 
such,  was  therefore  liable  for  costs  in  case  of  judgment  for  the  de- 
fendant.”— Thomas  v.  Farmers’  Bank,  46  Md.,  43. 

“When  a State  bank  reorganizes  as  a national  bank,  under  the  act, 
13  Stat.  112,  c.  106,  Sec.  44,  the  change  does  not  relieve  it  from 
any  former  liabilities  to  individuals  with  whom  it  had  dealings.  It 
passes  from  one  jurisdiction  to  another;  but  its  identity  is  not 
thereby  necessarily  destroyed.  It  remains  substantially  the  same 
institution  under  another  name.  The  transition  does  not  disturb 
the  relation  of  either  stockholders  or  officers  of  the  corporation,  nor 
enlarge  or  diminish  the  assets  of  the  institution.  These  all  remain 
the  same  under  the  national  as  they  were  under  the  State  organi- 
zation.”— Coffey  v.  National  Bank,  46  Mo.,  140,  2 Am.  Bep.,  488. 

The  bank  neither  lost  any  of  its  assets  nor  escaped  any  of  its 
liabilities  by  the  change.  The  change  was  a transition,  and  not  a 
new  creation.  Coffee  v.  National  Bank,  46  Mo.,  140;  2 Am.  Rep., 
488.  See  also : 

Grocers’  National  Bank  v.  Clark,  48  Barb.,  26; 

Thorp  v.  Wegefarth,  56  Penn.,  82. 

“A  national  bank  is  responsible  for  all  the  liabilities  incurred  by 
it  while  a State  institution.” — Kelsey  v.  National  Bank  of  Craw- 
ford Co.,  69  Pa.  St.  (19  P.  F.  Smith),  426. 

The  principle  thus  settled  by  the  authorities  is  applicable  alone 
to  corporate  characteristics  and  is  not  in  the  least  affected  by  the 
character  of  the  business  transacted,  save  only  that  the  business 
must  be  such  as  to  come  within  some  of  the  delegated  powers  of  the 
Congress  and  thus  confer  jurisdiction  upon  it  to  grant  corporate 
power  to  transact  such  business. 

Since  no  one  questions  the  power  of  Congress  to  incorporate  inter- 
state railroads,  it  follows  that  it  can  authorize  the  conversion  of 
such  a railroad  company  from  a State  corporation  into  a national 
corporation.  When  it  does  so,  the  principle  referred  to  necessarily 
applies.  By  applying  it  as  indicated  in  the  bill  it  presents  the 
recommendation  of  the  Transportation  Conference  that  action  be 
taken  by  Congress  to  bring  all  interstate  railroads  as  corporations 
under  the  jurisdiction  of  the  United  States  becomes  simple  and 
practical. 
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While  Congress  has  no  power  to  compel  a State  bank  to  become 
a national  bank,  because  a State  bank  is  no  part  of  the  fiscal  ma- 
chinery of  the  nation,  it  is  submitted  that  it  does  have  the  power 
to  compel  a railroad  system  that  is  now  engaged  in  interstate  com- 
merce to  become  a Federal  corporation. 

The  power  of  Congress  to  create  a bank  at  all  rvas  contested 
until  it  was  settled  by  the  Supreme  Court  that  such  power  was 
implicit  in  the  power  delegated  to  Congress  to  issue  money  and 
handle  its  finances.  Jurisdiction  of  Congress  over  a railroad  en- 
gaged in  interstate  commerce  is  delegated  in  a specific,  plain,  ex- 
plicit, all-inclusive,  and  plenary  paragraph  of  the  Constitution  com- 
mitting to  it  control  over  interstate  commerce  and  all  its  instru- 
mentalities. 

If  it  be  true  that  Congress  has  only  implied  power  to  charter  a 
bank  as  a piece  of  machinery  in  its  fiscal  system,  it  must  be  true 
that  if  Congress  finds  in  the  development  of  transportation  that 
State  lines  have  been  wiped  out,  and  that  commerce  disregards 
artificial  obstructions,  and  that  necessary  machinery  in  carrying 
on  interstate  commerce  is  a railroad  corporation,  the  express  granl 
of  exclusive  jurisdiction  over  such  commerce  carries  with  it  the 
power  to  create  such  a corporation. 

If  that  is  true,  can  it  compel  a State  railroad  company  engaged 
in  interstate  commerce  to  become  a Federal  corporation?  No  one 
questions  its  power  to  create  such  corporations,  ah  initio. 

It  has  been  decided  by  the  Supreme  Court  of  the  United  States 
that  no  single  State  can  create  a railroad  company  and  endow  it, 
as  a matter  of  law,  with  the  right  to  operate  its  lines  in  any  othei 
State.  Indiana  and  Ohio  tried  to  do  this  conjointly.  They  created 
two  railroad  companies,  each  endowed  with  the  same  name,  and 
having  the  same  officers,  directors  and  stockholders.  The  tracks 
owned  by  these  two  companies  came  together  at  the  State  line 
Every  effort  was  made  to  create  a single  corporation  with  the  righl 
to  do  business  in  the  two  States.  The  Supreme  Court  held  thai 
there  were  two  separate  and  distinct  corporations  and  that  in  tht 
very  nature  of  the  case,  one  State  could  not  give  the  power  to  its 
creature  to  go  into  the  domain  of  another  sovereignty  of  equal 
dignity  and  do  business  there,  except  by  permission  of  the  othei 
State.  Hence  it  is  that  all  roads  that  cross  State  lines  do  business 
outside  their  native  State  by  comity  between  the  States.  Comity 
is  a privilege  merely  and  not  a legal  right.  (0.  & M.  R.R.  Co.  v, 
Wheeler,  1 Black,  286.) 
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The  Southern  Railway  Company  was  able  to  merge  its  constituent 
lines  running  through  eleven  States  by  reason  of  the  voluntary,  but 
not  necessarily  concurrent,  action  of  the  several  States  and  their 
corporate  creatures.  First,  the  States  either  by  special  acts  or  by 
general  laws  gave  statutory  permission  for  the  railroad  corporations 
to  combine.  Second,  all  constituent  corporations  had  to  take  ap- 
propriate corporate  action,  through  stockholders  and  directors  ac- 
cording to  by-laws  and  charter  provisions,  authorizing  the  particular- 
step  necessary  to  a merger.  So  that  each  of  the  constituent  cor- 
porations was  put  into  the  combination  by  virtue  of  its  own  action 
taken  by  permission  of  its  creator.  Thus,  by  virtue  of  the  express 
consent  of  the  several  corporations  and  of  the  express  legislative 
sanction  of  the  eleven  States  in  which  the  Southern  Railway  system 
operates,  something  was  created  different  from  the  aggregate  of 
corporate  powers  previously  vested  in  the  subsidiary  companies. 
The  Virginia  corporation  known  as  the  Southern  Railway  Company 
because  an  instrumentality  of  interstate  commerce,  not  by  virtue 
of  comity  among  these  eleven  States,  but  because  it  crosses  the 
lines  of  said  States  and  hauls  interstate  commerce  through  them  as 
a single  entity  and  by  virtue  of  the  action  of  each  of  the  States,  and 
of  the  concurrent  or  supplemental  action  of  the  owners  of  each  of 
the  properties.  Whether  they  intended  it  or  not,  it  is  a fact  that 
every  one  of  those  States,  and  every  one  of  those  corporations,  by 
such  action,  voluntarily  submitted  themselves  to  the  jurisdiction  of 
Congress  through  its  exclusive  control  of  interstate  commerce,  when- 
ever it  sees  fit  to  act. 

Congress  has  never  exercised  that  power,  but  with  all  due  respect 
to  the  eminent  counsel  who  have  raised  legal  objection  to  com- 
pulsory Federal  incorporation,  no  satisfactory  reply  has  yet  been 
made  to  the  legal  conclusion  involved,  viz.,  that  Congress  has  the 
power,  if  it  chooses  to  exercise  it,  to  say  that  every  system  of  rail- 
roads engaged  in  interstate  commerce  by  virtue  of  consolidating 
constituent  lines  (and  no  other  such  system  can  legally  exist  unless 
originally  created  by  Congress)  : “You  are  now  an  instrumentality 
of  interstate  commerce,  and  in  the  development  of  the  commerce 
of  this  country  it  has  become  necessary  that  full  jurisdiction  of 
your  functions  shall  be  vested  in  the  Federal  Government.  There- 
fore, you  are  required  to  transfer  your  allegiance  from  the  State 
of  your  incorporation  to  the  United  States  of  America,  in  order  that 
the  Federal  Government  may  take  such  steps  hereafter  in  the  con- 
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trol  of  your  business  and  in  the  promotion  of  the  interests  of  inter- 
state commerce  as  from  time  to  time  it  sees  fit.”  Congress  could 
then  establish  consistent  and  uniform  control  of  all  systems  of 
interstate  carriers. 

If  Federal  incorporation  is  made  permissive  only  it  is  question- 
able whether  Congress  will  not  be  embarrassed  by  some  of  the  lines 
declining  to  accept  Federal  charters.  Many  of  them  have  tax 
exemptions  and  special  charter  privileges  which  they  would  hesitate 
to  imperil.  Voluntary  action  would  certainly  destroy  these  priv- 
ileges, while,  under  compulsory  action,  these  property  rights  might 
he  preserved  under  other  provisions  of  the  Constitution  not  neces- 
sary to  he  here  elaborated. 

It  should  he  repeated  that  this  argument  is  confined  to  those 
lines  which,  by  voluntary  action,  have  been  consolidated  into  inter- 
state systems.  They  have  thereby  waived  the  right  (if  it  exists)  to 
object  to  Congress  doing  anything  with  them  that  it  may  desire  to 
do  if  they  expect  to  continue  in  interstate  commerce. 

As  to  the  necessity  of  Federal  incorporation,  there  does  not  seem 
to  be  any  room  for  argument.  If  the  Federal  Government  is  to  vise 
and  control  the  issuance  of  railroad  securities,  upon  what  principle, 
without  the  voluntary  cooperation  of  the  State  corporation,  can 
Congress  interfere  with  its  issue  of  stocks  and  bonds  expressly 
authorized  under  its  State  charter?  They  may  be  not  necessarily 
connected  with  its  interstate  commerce.  Their  proceeds  may  be 
needed  for  other  purposes.  Many  railroad  corporations  engaged  in 
business  other  than  transportation.  The  exercise  of  control  over 
the  securities  of  a State  corporation  by  Congress  is  much  harder  to 
justify  under  existing  law  than  the  power  to  compel  Federal  incor- 
poration by  interstate  systems.  The  basis  of  the  securities,  espe- 
cially the  original  issues,  is  the  charter  of  the  constituent  compa- 
nies, and  not  of  the  holding  or  operating  company.  Eights  in 
these  are  vested  and  protected  by  the  Federal  Constitution  itself. 
But  when  the  corporation  operating  the  interstate  system  is  com- 
pelled to  transfer  its  allegiance  to  the  Federal  Government,  subse- 
quent issues  of  its  capital  stock  and  bonds  may  be  regulated  as 
Congress  directs. 

The  contractual  relation  between  a State  and  its  corporate  crea- 
ture presents  no  obstacle  to  compulsory  Federal  incorporation  of 
interstate  systems  hereinbefore  described,  because  the  State  has 
consented  in  advance  that  that  may  happen.  When  the  State  gave 
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permission  to  its  corporation  to  become  a part  of  the  instrumentali- 
ties of  interstate  commerce  by  virtue  of  its  legal  merger  into  an 
interstate  system,  it  relinquished  its  right  to  object  to  any  sort  of 
control  over  that  corporation  which  Congress  might  choose  to  exer- 
cise. Of  course,  until  Congress  exercises  control  the  allegiance 
of  the  corporation  remains  with  the  State  that  created  it.  The 
argument  is  that  both  the  States  and  the  corporations,  by  virtue  of 
the  necessities  of  the  consolidation  that  produced  the  interstate 
system,  have  contracted  in  advance  that  Congress  may  exercise 
jurisdiction  over  this  legally  established  instrumentality  of  inter- 
state commerce  if,  in  its  discretion,  such  action  will  promote  the  in- 
terests of  interstate  commerce.  Such  jurisdiction  has  been  exer- 
cised in  numberless  ways.  If,  ivithout  destroying  the  corporation 
itself,  it  may  be  converted  from  a State  corporation  to  a Federal 
corporation,  there  is  no  legal  reason  why  Congress  may  not  consti- 
tutionally require  it  to  make  the  change. 
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RE-ESTABLISHMENT  OF 
RAILROAD  CREDIT 

By  PAUL  M.  WARBURG 


The  National  Transportation  Conference,  in  approaching  the 
subject  of  remedial  railroad  legislation,  was  guided  by  the  funda- 
mental thought  that  transportation  should  pay  its  own  “board”; 
i.  e.,  that  the  yield  of  transportation  rates,  both  freight  and  pas- 
senger, should  be  sufficient  to  pay  for  the  transportation  cost,  in- 
cluding a reasonable  return  on  the  value  of  the  railroad  properties 
devoted  to  the  public  service.  If  by  paying  higher  prices  for  all 
necessaries  of  life  the  consumer  bore  the  cost  of  increased  wages 
involved  in  the  cost  of  production  of  these  articles,  there  is  no 
reason  why,  quite  arbitrarily,  in  the  case  of  freight  charges  the 
principle  of  cost  should  be  abandoned.  There  appeared  ho  reason 
why  this  cost  of  transportation,  forming  a fraction  only  of  the 
total  cost  of  things,  should  be  furnished  at  a loss,  to  be  made  good 
by  taxation  levied  indiscriminately  from  all  instead  of  having  the 
transportation  paid  for  by  those  directly  served.  There  is  no 
reason  why  the  man  paying  a high  rent  for  dark  and  narrow  quar- 
ters in  crowded  city  tenements  should  pay  the  transportation  for 
the  commuter  who  lives  in  healthier  and  more  commodious  quar- 
ters and  pays  a lower  rent.  There  would  be  no  reason  why  a fairly 
self-sufficient  farmer  should  pay  taxes  in  order  that  the  manufac- 
turer may  receive  coal  or  ores  at  a transportation  charge  below  cost. 

The  problem  of  raising  through  taxation  the  gigantic  sums  re- 
quired by  the  country,  for  interest  charges  and  other  matters  affect- 
ing the  national  welfare,  is  perplexing  enough  in  itself,  and  I 
believe  the  Transportation  Conference  made  no  mistake  in  assuming 
that  the  public  interest  would  best  be  served  by  not  unnecessarily 
increasing  the  burden  of  taxation  by  arbitrarily  adding  to  it  defi- 
ciencies caused  by  transportation  to  be  furnished  below  cost. 
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In  the  opinion  of  the  Conference,  it  is  the  object  of  remedial 
legislation  to  establish  conditions  under  which  the  carriers  as  groups 
are  certain  to  receive  a return  sufficient  to  cover  the  cost  of  opera- 
tion, including  a reasonable  adequate  return  on  the  fair  value  of 
their  properties;  while,  on  the  other  hand,  such  legislation  must 
safeguard  the  public’s  interests  in  assuring  adequate  service  at 
charges  which  are  not  excessive.  Transportation  must  be  furnished 
at  the  lowest  possible  price,  but  under  conditions  generous  enough 
to  preserve  a healthy  spirit  of  competition  and  enterprise  imperative 
for  the  further  development  of  the  country. 

The  first  question  to  be  determined  by  the  Conference  was,  What 
shall  be  considered  a fair  value  of  the  railroads?  It  is  evident  that  a 
physical  valuation,  that  is,  reproduction  value  of  the  railroads,  if 
taken  as  the  sole  standard,  for  many  reasons,  which  it  is  unneces- 
sary to  elaborate,  would  produce  an  entirely  misleading  and  un- 
satisfactory result.  As  one  of  the  experts  stated  to  our  Conference, 
“It  isn’t  the  cost  of  some  tous  of  dirt  dumped  somewhere  that  con- 
stitutes the  value  of  a railroad  investment.  It  is  the  question  of 
whether  or  not  they  were  dumped  intelligently  and  what  they 
produced  after  they  had  been  dumped.” 

The  Conference  understands  that  it  is  the  purpose  of  the  Inter- 
state Commerce  Commission  in  the  near  future  to  define  what  prin- 
ciples it  will  apply  in  establishing  the  value  of  a railroad  as  a whole. 
It  is  believed  that  such  definition  will  provide  that  a consideration 
of  the  average  earning  power  of  a railroad,  for  a given  period  of 
years,  should  be  given  at  least  the  same  weight  as  the  physical  value 
of  a railroad,  and  that  the  Commission’s  definition  will  take  into 
account  such  other  elements  as  may  be  proper  in  determining  fair 
value,  leaving  room  for  adjustments  in  individual  exceptional  cases. 

The  report  of  the  Conference  assumes  that  a definition  on  these 
lines  will  be  given  in  the  near  future  by  the  Interstate  Commerce 
Commission,  or  that,  failing  that,  a proper  direction  will  be  laid 
down  in  the  law. 

For  the  purpose  of  discussing  the  final  stage  of  the  plan  the 
Conference  assumed  that  the  value  of  the  railroads  will  be  satis- 
factorily determined  under  due  consideration  of  these  various 
factors,  and  that  a “final  valuation”  will  have  been  established. 

The  second  question  before  the  Conference  then  was.  What  shall 
constitute  an  adequate  return  on  this  “final  valuation.” 

It  has  been  the  consensus  of  opinion  of  members  of  the  Con- 
ference that  if  private  capital  is  to  enter  freely  upon  the  venture 
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of  further  developing  the  railroads,  and  if  railroad  credit  is  to  be 
re-established  on  a solid  basis  of  genuine  confidence,  that  6 per  cent, 
on  the  final  valuation  plus  a modest  share  in  earnings  in  excess  ef 
this  percentage  would  constitute  the  minimum  required.  The 
chances  for  profitable  investments  in  other  industries  are  so  much 
more  attractive  that  the  offer  of  a lower  return  would  be  certain  to 
defeat  the  very  objects  to  be  accomplished  by  remedial  legislation. 

The  plan,  therefore,  proposes  that  a statutory  rule  be  enacted  by 
Congress  requiring  that  rates  and  fares  to  be  established  by  public 
authority  shall  be  designed  to  yield  the  railroads  of  each  traffic 
section  of  the  United  States  revenue  sufficient  to  produce,  after 
proper  provision  for  renewals  and  depreciation,  a net  return 
available  for  interest  and  dividends  of  not  less  than  6 per  cent,  on 
the  aggregate  final  valuations  of  the  property  of  the  railroads  de- 
voted to  the  public  service  in  each  of  the  several  sections. 

It  is  furthermore  proposed  that  each  railroad  netting  earnings  in 
excess  of  6 per  cent,  on  its  final  valuation  shall  turn  over  one-half 
of  such  excess  into  a contingent  fund  of  its  own  and  the  other  half 
into  a general  contingent  fund,  until  its  own  contingent  fund 
amounts  to  6 per  cent,  on  the  fair  value  of  its  property,  after  which 
(as  long  as  this  company  contingent  fund  is  maintained  at  6 per 
cent.)  two-thirds  of  the  railroad  company’s  earnings  in  excess  of  6 
per  cent,  would  go  into  the  general  contingent  fund,  while  one- 
third  would  be  retained  by  the  railroad  company  for  distribution 
amongst  its  stockholders  or  for  such  other  lawful  purposes  as  it  may 
determine. 

The  payments  into  the  general  contingent  fund,  it  is  proposed, 
shall  be  accumulated  until  it  amounts  to  $750,000,000,  and  be 
maintained  at  that  sum,  and  any  excess  shall  be  used  when  and  as 
directed  by  the  Transportation  Board  for  the  development  of  the 
railroad  transportation  system  of  the  country,  for  the  increase  of 
transportation  equipment  and  facilities,  or  for  the  pro-rata  reduc- 
tion of  the  capital  obligations  and  property  investment  accounts 
of  the  railroads;  or  if  so  ordered  by  Congress,  the  excess  shall  be 
turned  over  to  the  Treasury  of  the  United  States. 

In  formulating  this  plan  the  Transportation  Conference  was 
guided  by  the  thought  that  in  order  to  attract  capital  for  the  future 
development  of  our  transportation  system  it  was  neither  desirable 
nor  necessary  to  erect  a structure  of  speculative  investments,  but 
rather  to  lay  so  strong  a foundation  for  railroad  securities  that  they 
would  prove  attractive  to  the  investor  on  account  of  their  solidity 
rather  than  on  aceount  of  their  speculative  possibilities. 
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The  plan  does  not  propose  to  give  railroad  security  holders  much 
more  than  they  get  today;  the  increase  in  return  necessary  to  bal- 
ance the  very  delicately  poised  scales,  when  measured  in  dollars,  is 
comparatively  insignificant.  The  benefits  of  the  plan  would  result 
primarily  from  the  better  organic  structure  of  the  whole  system 
and  from  the  greater  confidence  that  it  would  inspire. 

Through  the  contemplated  consolidations  the  inequalities  of  dis- 
tribution of  earnings  and  profits  are  removed  and  the  rate-making 
problem  is  simplified,  greater  clarity  and  a definite  assurance  are 
provided  as  to  what  once  and  for  all  shall  be  the  return  to  which 
as  a matter  of  acknowledged  right  private  capital  shall  be  entitled; 
and,  finally,  the  machinery  of  the  contingent  funds  is  designed  to 
give  such  solid  stability  to  railroad  credit  that  private  capital  may 
be  expected  to  be  satisfied  with  the  prospect  of  an  assured  though 
not  over-generous  return — but  one  that  promises  to  be  free  from 
the  vicissitudes  and  uncertainties  of  the  past. 

The  realization  of  the  power  of  practically  unrestricted  regulation 
vested  in  the  government  naturally  engendered  the  thought  that  pri- 
vate capital  could  not  possibly  be  expected  to  venture  freely  into  the 
field  of  railroading  unless  it  were  assured  that  this  power  of  regu- 
lation could  not  be  wielded  in  a manner  to  reduce  the  return  beyond 
a reasonable  limit. 

This  consideration  led  to  the  demand,  by  some  of  the  most 
prominent  students  of  the  question,  for  a guarantee  of  a minimum 
return  to  be  granted  by  the  very  government  that  exercises  the 
power  of  regulation  and  of  determining  the  return.  Serious  fears 
are,  however,  entertained  by  others  lest  the  granting  of  such  a 
guarantee  might  lead  to  incompetence  on  the  part  of  individual 
railroads,  while  on  the  other  hand  it  is  apprehended  that  the  in- 
curring of  a direct  liability  on  the  part  of  the  government  ulti- 
mately might  lead  to  direct  government  operation,  a result  abhorred 
by  the  vast  majority  of  the  people. 

It  appears  to  be  the  general  desire  of  the  country  to  see  the 
government  withdraw  from  active  business  as  fast  and  as  far  as 
possible,  and  the  Transportation  Conference  plan  proceeds  on  this 
hypothesis.  It  avoids  direct  guarantees  given  to  any  individual 
railroad.  It  recommends  a rate-making  structure  producing  no  less 
than  6 per  cent,  upon  the  aggregate  final  valuation  of  all  the  rail- 
roads of  a traffic  section.  It  assures  the  railroads  against  failure 
on  the  part  of  the  rate-making  body  to  produce  the  minimum  6 per 
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cent,  yield  to  be  prescribed  by  the  statute;  but  it  leaves  the  rail- 
roads free  to  compete  within  this  assured  statutory  minimum  return 
for  a section.  Conceivably  one  railroad  might  secure  a return  of 
6Y2  per  cent,  on  its  valuation,  while  the  other  might  secure  5y2  per 
cent.  It  is  left  to  the  energy,  ability  and  spirit  of  enterprise  of 
each  railroad  to  secure  its  maximum  share  of  the  aggregate  assured 
for  all.  The  statute  would  protect  the  carriers  as  a group,  not  as 
individual  corporations,  and  this,  it  is  believed,  is  one  of  the 
strongest  features  of  the  plan. 

We  must  contemplate  the  project,  however,  in  its  completed 
form,  and  this  would  show  us  in  each  section  a small  number  of 
competing  consolidated  railroads;  the  weak  sisters  having  been 
merged  with  some  of  the  so-called  strong  companies.  In  these  cir- 
cumstances a 6 per  cent,  rate  structure  for  a traffic  section  is  not 
likely  to  leave  discrepancies  between  competing  companies  as 
marked  as  in  the  past.  It  would  seem  likely  that  most  of  the  con- 
solidated railroads  would  come  reasonably  near  earning  their  full 
share  of  the  minimum. 

It  should  be  borne  in  mind,  however,  that  such  minimum  rea- 
sonable return  is  to  be  figured  on  the  valuation,  as  finally-  to  be 
determined  by  the  Interstate  Commerce  Commission,  and  not  on 
actually  outstanding  securities.  In  the  case  of  conservatively 
managed  and  strong  railroads  the  final  valuation  no  doiibt  will  in 
some  cases  produce  a value  in  excess  of  the  present  capitalization; 
in  others  the  final  valuation  may  prove  to  be  much  lower  than  the 
capitalization — indeed,  it  may  wipe  out  the  entire  stock  and  possibly 
some  of  the  bonds.  The  latter  companies,  it  is  to  be  assumed,  will 
be  merged  with  the  stronger  companies  by  an  exchange  of  securi- 
ties on  a basis  to  be  approved  by  the  proposed  Federal  Transporta- 
tion Board,  and  presumably  on  a basis  approximating  the  relation 
established  by  the  valuations,  or  they  might  first  adjust  their  capital 
and  obligations  by  a process  of  reorganization.  It  is  imperative  that 
the  mergers  result  in  establishing  consolidated  companies  whose 
stock  will  sell  substantially  above  par,  because  any  future  plan  of 
rehabilitating  railroad  credit  under  private  ownership  and  private 
operation  will  fail  unless  the  plan  establishes  for  the  railroad  stocks 
of  the  future  values  well  above  par  and  sufficiently  attractive  to 
enable  the  railroads  to  finance  themselves  through  sales  of  their 
stocks  on  such  scale  as  is  necessary  to  preserve  a proper  proportion 
between  their  outstanding  bonded  indebtedness  and  capital  stock. 


46 

The  strongest  railroad  would  naturally  furnish  the  best  backbone 
for  a new  consolidated  system. 

In  hoping  that  the  plan  as  proposed  will  furnish  a foundation 
strong  enough  to  sustain  the  future  credit  of  the  railroads,  the 
Transportation  Conference  places  great  faith  upon  the  effect  to  be 
produced  by  the  two  contingent  funds. 

The  company’s  own  contingent  fund  to  be  maintained  by  each 
railroad  is  devised  for  the  purpose  of  protecting  the  carriers  against 
adverse  circumstances  unexpectedly  affecting  an  individual  company. 

The  general  contingent  fund,  on  the  other  hand,  which  is  to 
accumulate  to  an  amount  of  $750,000,000,  is  designed  to  make  good 
a deficiency  arising  in  any  year  when  the  rates  fixed  by  the  Inter- 
state Commerce  Commission  do  not  produce  a minimum  return  of  6 
per  cent,  on  the  aggregate  final  valuation  of  the  railroads  composing 
a traffic  section. 

To  illustrate,  if  the  aggregate  valuation  of  railroads  of  a section 
amounted  to  $7,000,000,000,  and  if  the  earnings  available  for  dis- 
tribution for  interest  and  dividends  during  any  one  year  amounted 
to  only  5 per  cent.,  or  $350,000,000,  instead  of  the  statutory  mini- 
mum of  6 per  cent.,  or  $420,000,000,  the  deficiency  of  $70,000,000 
would  be  taken  out  of  the  general  contingent  fund  and  would  be 
distributed  amongst  the  railroads  of  the  section  on  a pro-rata  basis 
of  their  gross  earnings — the  underlying  thought  being  that,  if  the 
rates  had  been  fixed  in  accordance  with  the  statutory  rule,  each 
railroad  would  have  earned  so  much  more  on  its  gross  business.  A 
company  having  earned,  including  such  contribution  received  from 
the  general  contingent  fund,  in  excess  of  6 per  cent,  on  its  valua- 
tion, would  be  permitted  to  retain  one-third  of  the  excess,  the  other 
two-thirds  going  back  into  the  general  contingent  fund.  Or  in  case 
it  had  not  yet  completed  its  own  contingent  fund,  one-half  of  the 
excess  over  6 per  cent,  would  go  into  its  own  contingent  fund  and 
one-half  into  the  general  contingent  fund,  in  the  same  manner 
as  if  these  earnings  had  originally  been  made  through  rates  aggre- 
gating the  statutory  minimum  of  $420,000,000. 

The  plan  thus  provides  for  two  shock  absorbers;  one  against  ad- 
verse circumstances  affecting  individual  roads,  and  the  other  against 
miscalculations  on  the  part  of  the  rate-fixing  body,  or  against  unex- 
pected emergencies  bringing  about  such  reduction  in  tonnage  or 
such  extraordinary  conditions  of  operation  as  would  render  impos- 
sible a prompt  readjustment  through  increases  in  rates. 
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It  is  of  the  greatest  importance,  however,  that  the  investing  public 
should  feel  reasonably  assured  against  such  eventualities. 

The  weakness  of  the  situation  in  the  past  was  due  to  the  fact  that 
the  Interstate  Commerce  Commission  could  neither  know  the  true 
value  of  the  railroad  properties  nor  what  constituted  an  adequate 
return,  and  thus  was  put  in  the  predicament  that  if  it  granted 
adequate  rates  to  weak  roads  it  would  be  over-feeding  the  strong 
ones.  It  was  not  surprising  that  this  lack  of  clarity  with  regard  to 
the  rate-making  basis  had  a very  unfavorable  effect  on  the  public 
mind.  The  shipper  was  ready  to  believe  at  all  times  that  he  was 
the  victim  of  extortionate  rates  due  to  excessive  capitalization  and 
over-generous  return  to  the  railroads.  The  obscurity  as  to  values 
and  reasonable  returns  thereon  stood  in  the  way  of  the  clear  recog- 
nition of  a just  course,  and,  in  the  long  run,  created  a hostile 
attitude  toward  the  railroads  which  resulted  disastrously  to  rail- 
road credit. 

Under  the  plan  recommended  the  rate-making  body  would  not 
need  to  fear  that  adequate  rates  would  place  the  strong  roads  in  a 
condition  of  excessive  or  unjustifiable  affluence.  When  once  the 
valuations  are  definitely  determined  there  cannot  be  any  reasonable 
objection  to  industrial  enterprises  earning  a minimum  of  6 per  cent, 
and  a third  of  moderate  earnings  in  excess  of  that  limit.  That 
is  less  than  would  be  required  to  satisfy  any  other  industrial  venture. 
The  rate-making  body  could  thus  act  with  greater  independence, 
knowing  that  two-thirds  of  the  excess  would  go  into  a general  con- 
tingent fund,  designed  to  protect  the  general  situation.  The  Inter- 
state Commerce  Commission,  moreover,  would  soon  realize  that  the 
general  contingent  fund  would  prove  an  invaluable  protection  for 
the  rate-making  body  itself,  and  that  it  would  be  wisdom  on  their 
part  to  build  it  up  as  promptly  as  possible. 

When  once  the  contingent  fund  reaches  the  amount  of  $750,- 
000,000  (which,  on  the  basis  of  the  tabulations  made  for  the  Trans- 
portation Conference,  may  be  assumed  to  take  place  in  less  than 
fifteen  years)  it  is  proposed  that  contributions  to  the  fund  bringing 
its  total  above  that  limit  could  be  used  either  for  providing  addi- 
tional transportation  facilities  for  the  benefit  of  the  country  (be 
they  equipment  or  permanent  improvements)  or  for  amortizing  the 
cost  of  the  railroads.  The  latter  process  could  be  carried  out  by  a 
pro-rata  purchase  of  obligations  of  the  various  railroads  and  by  a 
corresponding  reduction  in  their  property  investment  accounts.  To 
the  extent  that  in  this  manner  the  property  investment  accounts 
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would  be  written  down,  transportation  charges  would  be  correspond- 
ingly decreased.  Liberal  earnings  would  thus  strengthen  railroad 
credit  and  at  the  same  time  redound  to  the  advantage  of  the  whole 
country. 

While  the  contingent  funds  when  completed  will  thus  render  an 
invaluable  service  in  safeguarding  railroad  credit,  the  plan  would 
show  a fatal  weakness  in  that  it  would  not  provide  against  the 
emergency  of  the  most  critical  years,  being  those  immediately  ahead 
of  us.  During  that  period  the  contingent  funds  would  as  yet  be 
practically  non-existent.  For  this  reason  the  Transportation  Con- 
ference, very  reluctantly,  has  reached  the  conclusion  that  it  is  im- 
perative to  recommend  to  Congress  the  establishment  of  a railroad 
reserve  fund  of  $500,000,000,  to  be  placed  in  the  hands  of  the 
Transportation  Board.  From  this  fund  it  is  contemplated  such 
sums  are  to  be  advanced  to  the  general  contingent  fund  as  may  be 
necessary  to  make  up  deficiencies  in  case  rates  fixed  by  the  Inter- 
state Commerce  Commission  fail  to  produce  in  any  one  year,  during 
the  first  ten  years  after  the  enactment  of  the  proposed  legislation, 
the  statutory  minimum  yield  of  6 per  cent,  on  the  aggregate  valua- 
tions of  a traffic  section  and  in  case  the  funds  in  the  general  con- 
tingent fund  are  insufficient  to  make  up  the  shortage.  Such  pay- 
ments from  the  Federal  reserve  fund  would,  however,  be  treated  as 
advances  only ; they  would  be  paid  back  with  interest  from  railroad 
contributions  as  soon  as  the  general  contingent  fund  had  accumu- 
lated and  remained  at  an  amount  of  $500,000,000.  It  is  obvious  that 
without  such  Federal  reserve  fund  railroad  credit  could  not  be  re- 
established to  a degree  sufficient  to  permit  a generous  development 
of  the  railroads  as  required  in  the  best  interest  of  the  country. 

It  is  very  important  to  bear  in  mind  that  this  fund  may  be 
drawn  upon  only  in  case  rates  determined  by  the  Interstate  Com- 
merce Commission  should  not  yield  the  statutory  minimum  of  6 
per  cent,  return  for  a traffic  section,  and  that  it  is,  therefore,  entirely 
within  the  power  of  the  Commission,  unless  some  unforeseen  events 
occur,  to  protect  the  situation  and  to  avoid  the  necessity  of  pay- 
ments from  this  reserve  fund  into  the  general  contingent  fund. 
But  even  if  such  payments  should  be  made,  they  would  be  certain 
to  be  repaid,  because  the  plan  provides  that  when  the  railroad  con- 
solidations are  completed  a minimum  of  5 per  cent,  of  the  annual 
net  earnings  of  all  the  railroads  (that  is,  on  the  contemplated  basis 
of  annual  net  earnings  of  approximately  one  billion  dollars, 
$50,000,000  per  year)  shall  be  paid  into  the  general  contingent 
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fund  in  any  year  when  the  carriers  receive  the  statutory  minimum 
of  6 per  cent.  There  cannot,  therefore,  be  any  doubt  as  to  advances 
being  repaid  in  the  end.  For  the  period  of  transition,  however,  this 
Federal  reserve  fund  would  form  the  keystone,  without  which  the 
main  strength  and  benefits  of  the  plan  would  be  lost. 

An  appropriation  of  $500,000,000,  even  in  the  form  of  an  abso- 
lutely safe  loan  to  be  repaid  to  the  United  States  with  interest,  is 
not  likely,  at  first  blush,  to  meet  with  a very  cordial  reception  on 
the  part  of  Congress.  But  it  would  appear  an  almost  paltry  com- 
mitment as  against  the  amounts  involved  in  present  guarantees  and 
advances.  And  if  through  the  plan  here  proposed  the  present  per- 
plexities could  permanently  be  solved,  it  would  appear  anything  but 
an  excessive  demand.  Indeed,  it  may  be  doubted  whether  the 
amount  of  $500,000,000  may  really  be  sufficient.  May  we  ask, 
therefore,  that  your  Committee  give  this  feature  of  our  plan  their 
most  earnest  consideration? 

Perhaps  I should  say  a further  word  of  explanation  concerning 
the  stipulation  of  compulsory  contributions  pro-rata  to  net  earnings 
on  the  part  of  all  railroads  to  the  general  contingent  fund.  This 
proviso  is  contemplated  to  go  into  effect  only  after  the  mergers 
approved  by  the  Transportation  Board  are  completed.  The  under- 
lying thought  is  that  as  long  as  there  are  weak  and  strong  roads  the 
contributions  into  the  fund  may  be  expected  to  be  forthcoming 
from  the  excess  earnings  of  the  strong  roads.  When  once  the 
mergers  are  completed  and  the  weak  roads  are  absorbed  by  the 
strong  roads,  there  will  be  a greater  equalization  of  earnings  and, 
conceivably  at  least,  if  all  consolidated  railroads  earn  their  6 per 
cent,  (and  the  rate-making  body  fixes  rates  providing  no  more  than 
the  statutory  minimum)  there  would  not  be  any  excess  earnings 
from  which  contributions  into  the  general  contingent  fund  could 
be  made. 

It  is  thought  that  when  that  time  comes  it  would  not  be  any  hard- 
ship for  these  large  consolidated  companies  to  pay  into  the  general 
contingent  fund  their  pro-rata  share  (to  the  extent  that  excess  earn- 
ings have  not  provided  it)  so  as  to  make  the  total  contribution  into 
the  fund  5 per  cent,  of  the  aggregate  net  earnings  of  a section,  i.  e., 
at  present  approximately  $50,000,000  per  annum. 

Under  the  Conference  plan  the  total  increase  which  would  go  to 
the  railroads  by  the  adoption  of  a 6 per  cent  rate-making  basis  is 
figured  to  amount  to  about  $137,000,000,  and  of  this  it  has  been 
calculated  that  about  $51,000,000  would  go  into  the  contingent 
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fund  from  excess  earnings  of  the  railroads  as  at  present  consti- 
tuted, so  that  the  total  increase  retained  by  the  railroads  would 
only  amount  to  approximately  $86,000,000  per  annum,  on  the  basis 
of  the  present  standard  return. 

The  Transportation  Conference  has  not  left  unconsidered  the 
puzzling  question  of  whether  or  not  in  the  long  run  a return  of  6 
per  cent,  on  the  final  valuation  might  prove  to  be  too  high  or  too  low. 

It  has  been  suggested  that  it  would  be  a mistake  for  Congress  to 
determine  a fixed  basis  of  return  and  that  it  should  be  left  flexible. 
Were  the  question  left  open,  it  is  to  be  feared,  however,  that  the 
uncertainty  of  the  past  might  continue  to  prevail  and  credit  might 
not  be  re-established.  A definite  assurance  seems  to  be  necessary 
so  that  the  stockholder  and  the  bondholder  will  know  for  a certainty 
what  their  position  will  be  in  the  future.  It  has  been  suggested 
that  the  law  might  contain  a provision  whereby  within  given  periods 
of,  let  us  say,  ten  or  fifteen  years,  upon  the  certification  of  the 
Federal  Reserve  Board  as  to  the  relative  changes  of  values  of  secur- 
ities and  of  money,  a revision  might  be  made  by  the  Transportation 
Board  of  what  should  constitute  an  adequate  return ; the  decisive 
element  being  that  no  adjustments  should  be  made  which  would 
bring  the  average  of  then  existing  railroad  stock  so  nearly  down  to 
par  that  financing  through  further  issue  of  stocks  would  thereby 
become  jeopardized. 

While  it  is  possible  to  insert  a clause  of  this  nature,  and  while 
much  is  to  be  said  in  its  favor,  it  was  the  feeling  of  the  Conference 
that  a provision  of  this  character  would  be  very  difficult  to  formu- 
late and  might  add  to  the  complexity  of  the  problem ; that  credit 
would  be  more  solidly  established  by  providing  a definite  basis  of 
rate  making,  leaving  it  to  the  future,  in  case  of  need,  to  take  care 
of  itself.  It  was  thought  that  any  fear  that  the  arrangement  might 
turn  out  to  be  too  favorable  for  the  railroads  might  be  disregarded, 
inasmuch  as  after  all  it  was  within  the  power  of  the  Interstate  Com- 
merce Commission  ultimately  to  keep  the  return  pretty  close  to 
6 per  cent,  on  the  actual  value  of  the  properties  less  the  5 per  cent, 
going  into  the  general  contingent  fund,  i.  e.,  a net  return  of  5.70 
per  cent.  If,  on  the  other  hand,  the  return  should  prove  too  mod- 
erate to  attract  new  capital,  the  Interstate  Commerce  Commission 
could  meet  the  situation  by  greater  liberality  in  rate  making,  or 
Congress  might  step  in  and  make  the  necessary  adjustment. 

I may  state  that  upon  further  consideration  of  the  question  of 
the  minimum  rate  of  return,  those  members  of  the  Conference  with 
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whom  I have  been  able  to  consult  since  the  adjournment  of  the  Con- 
ference have  thought  that  it  might  be  wise  to  provide  for  a readjust- 
ment of  the  minimum  return  after  a definite  period  of  time  has 
elapsed.  The  members  of  the  Conference  with  whom  I have  con- 
sulted are  agreed  that  it  is  necessary  to  provide  liberally  for  the 
re-establishing  railroad  credit  as  a prerequisite  to  the  successful 
resumption  of  private  operation. 

While  we  believe  that  railroad  credit  can  not  be  re-established 
and  stabilized  without  assuring  railroad  property  as  a whole  a 
definite  annual  return  on  a fair  value  of  the  property  devoted  to 
the  public  service,  wre  also  realize  that  conditions  at  the  present  time 
are  so  abnormal  as  to  make  it  impossible  to  state  what  rate  of  return 
will  be  adequate  and  equitable  for  all  time  to  come.  If  the  value 
of  money  should  again  increase,  a rate  of  return  that  today  might 
seem  fair  to  the  investor  might  appear  to  the  country  as  exorbitant 
twenty  years  hence,  and  conversely,  if  the  value  of  money  should 
further  decline,  what  may  now  seem  ample  to  the  investor  may 
prove  in  the  future  to  be  inadequate. 

In  view  of  these  facts  it  might  be  wise  to  authorize  the  Transpor- 
tation Board,  after  consultation  with  the  Federal  Reserve  Board, 
to  consider  the  rate  of  return,  after  ten  years  shall  have  elapsed, 
and  then  to  determine  what  under  the  conditions  existing  at  that 
time  constitutes  a fair  and  adequate  return  upon  railroad  property 
as  a whole,  the  action  of  the  Transportation  Board  being,  of  course, 
subject  to  review  by  the  courts.  It  is  thought  that  in  the  long 
run  this  plan  of  periodical  revision  of  the  rate  of  return  might 
afford  greater  protection  both  to  railroad  owners  and  to  the  public, 
while  also  assuring  for  the  ensuing  ten  years  a definite  basis  that 
is  not  to  be  disturbed.  The  investor  would  feel  reassured  because 
of  the  knowledge  that  any  readjustment  that  might  be  made  in  the 
rate  of  return  would  be  determined  by  non-partisan  bodies  without 
the  disturbance  bound  to  result  if  the  question  were  from  time  to 
time  made  the  subject  of  political  discussion. 

It  was  also  discussed  whether  any  future  saving  in  interest  on 
the  funded  debt  should  redound  to  the  advantage  of  the  country 
at  large  or  the  owners  of  the  railroads.  In  other  words,  if  owing 
to  the  better  credit  of  the  railroads  they  should  be  able  to  place 
their  new  bonded  indebtedness,  or  to  refinance  maturing  obligations, 
on  a lower  interest  basis  than  6 per  cent.,  should  the  benefit  of  such 
saving  accrue  to  the  stockholder? 

While  if  such  a course  were  desired  the  statutory  rate  could  be  so 
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fixed  as  to  yield  6 per  cent,  on  the  aggregate  final  valuation  of  the 
railroad  properties  less  their  funded  and  floating  debts,  and  the 
net  yield  available  for  the  railroads  in  that  case  would  have  to 
provide  only  for  the  dividends  and  not  for  the  interest  charges,  such 
change  seemed  unwise  to  the  Conference  for  the  following  reasons: 

According  to  the  statement  of  the  Interstate  Commerce  Com- 
mission for  the  year  1916,  the  interest  paid  (leaving  aside  amortiza- 
tion or  discount  written  off  and  charged  to  profit  and  loss  account) 
was  about  $474,000,000  on  about  $11,000,000,000  of  outstanding 
funded  debt,  that  is  at  the  rate  of  approximately  4.30  per  cent., 
and  on  this  present  basis  the  amount  available  for  dividends 
amounted  to  only  $342,000,000  on  outstanding  stock  of  $8,250,- 
000,000,  or  less  than  41/4  per  cent,  on  the  amount  outstanding  and 
approximately  614  per  cent,  on  the  dividend-paying  stocks,  which 
amount  to  about  60  per  cent,  of  all  the  outstanding  stock,  according 
to  the  statement  of  the  Interstate  Commerce  Commission. 

These  results  were  secured  in  a year  when  the  return  on  the  total 
railroad  property  investment  account  was  5.90  per  cent.,  the  highest 
on  record,  which  almost  equals  the  proposed  future  statutory  rate- 
making basis  of  6 per  cent.,  and  is  in  excess  of  this  return,  if  we 
take  into  account  the  contribution  to  the  general  contingent  fund, 
which  would  reduce  the  6 per  cent,  return  to  5.70  per  cent.  net. 

Under  present  conditions  it  is  doubtful  whether  a substantial 
number  of  railroads  could  sell  large  amounts  of  bonds  on  an  interest 
basis  netting  less  than  6 per  cent. ; many,  indeed,  have  recently 
financed  on  a very  much  higher  basis.  It  is  to  be  assumed  that,  if 
ever,  it  will  take  many  years  before  maturing  railroad  bonds  could 
be  renewed  on  a basis  better  than  the  present  average  charge  of  4.30 
per  cent.  In  other  words,  as  bonds  mature  and  as  more  bonds  are 
issued,  the  position  of  the  stockholder  is  likely  to  depreciate  rather 
than  improve.  Inasmuch,  however,  as  the  present  condition  of  earn- 
ings and  values  of  stocks  and  bonds  is  such  as  to  have  brought  rail- 
road development  to  a standstill,  it  is  clear  that  it  would  be  fatal 
to  cut  down  the  very  limited  opportunities  that  have  been  preserved 
for  the  stockholder  under  the  present  plan.  It  is  felt  that  it  is  the 
minimum  below  which  no  attempt  should  be  made  to  cut  his  chances. 
Indeed,  the  plan  may  already  have  gone  too  far  in  this  respect.  As 
has  been  stated  before,  if  stocks  of  the  consolidated  railways  do  not 
sell  above  par  railroad  development  will  come  to  a stop.  And  hope 
for  success  in  present  circumstances  is  predicated  upon  the  thought 
that  in  each  section  there  will  be  found  some  companies  the 
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final  valuations  of  which  will  exceed  their  capitalization,  so  that 
the  percentage  return  on  their  outstanding  stock  may  be  in  excess 
of  the  percentage  return  on  the  valuation.  Against  stocks  and 
bonds  of  such  companies  the  securities  of  the  weak  sisters  would 
be  exchanged  on  the  basis  of  their  respective  valuations,  and  strength 
accumulated  in  the  past  will  thus  be  used  to  benefit  and  protect  the 
future. 

The  alternative  would  be  a direct  government  guarantee  of  rail- 
road securities,  which,  if  extended  over  $18,000,000,000  of  stocks 
and  bonds,  would  tend  most  dangerously  to  depreciate  our  govern- 
ment credit.  It  is  doubted  whether  under  present  circumstances  a 
5 per  cent,  government  bond  offered  on  so  large  a scale  would  sell  at 
better  than  par,  particularly  if  it  were  subject  to  full  taxation  and 
if  every  year — for  additions,  betterments  and  improvements — an 
additional  amount  approximating  $1,000,000,000  were  issued. 

The  government  could  not  today  refund  the  outstanding  obliga- 
tions of  the  railroads  without  paying  a substantially  higher  interest 
charge  than  the  carriers  pay  today  on  the  outstanding  debt.  If  the 
government  guaranteed  a certain  minimum  return  on  the  stock  of 
the  new  Federal  corporations  of,  let  us  say,  4^  per  cent.,  the  rate- 
making body  would  have  to  provide  an  adequate  margin  above  that 
in  order  to  preserve  the  incentive  of  competition,  and  so  as  to  safe- 
guard the  liability  incurred  by  the  government.  In  other  words,  if 
the  government  guaranteed  4^  per  cent,  the  Interstate  Commerce 
Commission  would  have  to  try  to  establish  rates  providing  6 per 
cent,  in  order  to  protect  the  government  against  all  hazards.  The 
saving  to  the  country  would,  therefore,  be  unimportant,  while  the 
loss  in  the  government’s  credit  would  make  itself  felt  all  along  the 
line. 

It  is  barely  possible  that  if  consolidations  should  not  materialize 
on  the  basis  of  voluntary  action  on  the  part  of  the  railroads  in- 
volved, it  may  prove  necessary  to  have  the  Transportation  Board 
itself  organize  new  holding  companies,  with  power  to  acquire  by 
condemnation  proceedings  the  railroads  to  be  merged  into  a consoli- 
dated concern,  and  that  in  order  to  make  these  mergers  possible 
such  new  Federal  holding  company  would  have  to  issue  a stock 
endowed  with  a government  guarantee.  Let  us  hope,  however,  that 
such  eventuality  may  be  avoided. 

The  plan  of  the  Transportation  Conference  has  the  distinct  ad- 
vantage that  within  a reasonable  number  of  years  it  will  free  the 
government  from  any  financial  liability  and  will  take  it  out  of 
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actual  business,  while  on  the  other  hand  plans  contemplating  indi- 
vidual railroad  guarantees  are  considered  by  many  as  likely  to  lead 
the  government  into  direct  and  permanent  railroad  operation. 


The  Interval  During  Which  Consolidations  are  Being 
Effected  and  the  Interstate  Commerce  Commission 
is  Completing  Valuations 

It  is  obvious  that  ample  time  must  be  given  to  devise  and  perfect 
the  contemplated  consolidations  and  that  a modus  vivendi  must  be 
found  for  the  operation  of  the  railroads  during  the  interval.  As 
the  Federal  Deserve  Act  provided  for  an  Organization  Committee 
which  was  charged  with  the  duty  to  divide  the  country  into  no  less 
than  eight  and  no  more  than  twelve  districts,  so  our  plan  provides 
for  a Transportation  Board  that  shall  approve  or  determine  the 
number  of  consolidated  systems  and  their  groupings. 

It  shall  give  the  railroads  an  opportunity,  and  all  possible  as- 
sistance, to  carry  them  into  effect.  If  the  mergers  cannot  be  per- 
fected by  voluntary  agreement,  the  Board,  after  five  years,  shall 
have  power  to  complete  them  by  compulsory  proceedings.  The 
Board  shall  also  have  power  to  sustain  railroad  credit  pending  this 
period  of  consolidation. 

But  how  are  rates  to  be  fixed  and  profits  to  be  divided  during  the 
interval  when  valuations  are  not  yet  completed  and  not  available 
to  serve  as  a basis  for  rate  making  and  division  of  excess  earnings? 
It  is  conceded  that  any  basis  during  this  period  will  have  to  be  some- 
what arbitrary  and  cannot  be  entirely  satisfactory.  But  the  report 
appears  to  have  established  a method  as  fair  and  equitable  to  all  as 
possible  in  the  circumstances.  As  a general  basis  for  rate  making  it  is 
proposed  to  use  the  aggregate  property  investment  accounts  of  the 
railroads  of  each  traffic  section,  as  at  present  carried  by  the  Inter- 
state Commerce  Commission.  While  it  is  admitted  that  these 
property  accounts,  taken  individually,  in  some  cases  are  too  high 
and  in  others  too  low,  it  is  generally  assumed  that  considered  as  a 
unit  they  may  be  accepted  as  furnishing  a fairly  accurate  basis  to 
be  used  as  a temporary  yard-stick. 

When  dealing  with  individual  roads,  however,  the  often  highly 
arbitrary  investment  account  cannot  be  safely  accepted  as  a basis 
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for  determining  excess  profits.  The  report,  therefore,  recommends 
that  for  the  purpose  of  ascertaining  excess  income  the  valuation  of 
any  individual  railroad  system,  pending  the  completion  of  the  final 
valuation,  shall  be  that  proportion  of  the  aggregate  property  invest- 
ment accounts  of  all  the  railroads  of  the  traffic  section  in  which  it  is 
located  which  its  average  annual  railway  operating  income  (com- 
puted for  the  period  and  in  the  manner  prescribed  by  the  Federal 
Control  Act  of  March  21,  1918)  bears  to  the  aggregate  annual  rail- 
way operating  income  of  all  the  railroads  of  6uch  traffic  section, 
computed  in  the  same  manner. 

In  other  words  (taking  entirely  arbitrary  figures  for  the  purpose 
of  an  illustration)  if  the  aggregate  property  investment  accounts 
of  all  Eastern  railroads  amounted  to  approximately  $7,000,000,000 
and  their  total  net  railway  operating  income  during  the  test  period 
amounted  to  $350,000,000,  if  a railroad  company’s  net  operating 
income  (standard  return)  in  that  period  was  $35,000,000,  or  10  per 
cent,  of  the  total  income,  then,  subject  to  the  adjustment  provided 
in  the  plan,  its  earning  valuation  would  be  10  per  cent,  of 
$7,000,000,000,  that  is,  $700,000,000,  and  the  railroad  company 
would  divide  excess  earnings  above  6 per  cent,  on  that  amount,  i.  e., 
above  $42,000,000.  Discretionary  power  would  be  vested  in  the 
Transportation  Board  to  make  adjustments  in  particular  cases  in- 
volving undue  hardships.  It  is  furthermore  provided,  first:  that 
if  the  use  of  the  above-stated  method  shall  produce  a valuation  of 
any  particular  railway  system  greater  than  the  amount  of  its 
property  investment  account  for  the  three  year  period  ending  June 
30,  1917,  the  amount  of  such  property  investment  accounts  shall  be 
used  instead  of  the  valuation  derived  by  the  formula;  second,  that 
the  use  of  the  formula  shall  not  operate  to  reduce  the  railway 
operating  income  of  any  particular  railroad  system  below  its  annual 
average  railroad  operating  income,*  as  computed  under  the  Federal 
Control  Act  of  March  21,  1918;  third,  that  to  such  valuation  as 
shall  he  derived  for  any  railroad  system,  in  the  manner  above  stated, 
there  shall  be  added  all  increases  of  property  investment  made  by 
such  system  after  June  30,  1917. 

It  has  been  figured  if  the  law  as  proposed  went  into  effect,  that 
on  a basis  of  one-third  to  the  railroads  and  two-thirds  to  the  general 

♦This  proviso  appeared  as  more  than  equitable  in  view  of  the  fact  that  the 
railroad  had  demonstrated  its  ability  to  make  these  earnings  upon  a basis  of 
rates  which  have  stood  the  various  tests  and  were  admittedly  not  too  high,  and 
in  some  instances  have  been  decreed  to  be  too  low. 
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fund  (after  the  individual  contingent  fund  had  been  filled)  the 
result  would  be  approximately  as  follows  (in  million  dollars)  : 

Retained  by 
Railroads 

Increase  to  After  Turning  Turned 

Present  6%  on  Aggre-  Oyer  Two-  Increase  Into 

Standard  gate  Investment  thirds  to  Gen.  to  General 


Section 

Return 

Accounts 

Increase 

Ctg.  Fund 

Railroads  Ctg.  Fund 

Eastern 

354 

408 

54 

390 

36 

18 

Southern 

139 

156 

17 

149 

10 

7 

Western 

402 

468 

66 

442 

40 

26 

895 

1,032 

137 

981 

86 

51 

To  these  figures  there  would  have  to  be  added  the  return  of  6 per 
cent,  on  additional  investments  (since  June,  1917)  not  compensated 
for  by  the  present  standard  return,  and  such  adjustments  as  the 
Transportation  Board  would  make. 

In  this  manner  a capitalization  of  earnings  has  been  substituted 
for  the  highly  arbitrary  basis  of  individual  property  investment 
accounts.  The  only  use  of  that  account  is  made  in  this  plan  by 
providing  that  where  the  temporary  earning  valuation  is  higher  than 
the  existing  property  investment  account,  that  account  is  to  be 
used  as  the  basis  for  determining  excess  income. 

It  is  believed  that  the  provisions  of  the  plan  proposed  by  the 
Transportation  Conference  will  afford  railroads  during  the  ensuing 
years  of  the  interval  a sufficient  strengthening  of  their  credit  to 
enable  most  of  them  to  carry  on  their  financial  and  physical  opera- 
tions until  the  mergers  are  completed. 

Where  immediate  financial  assistance  by  the  government  is  re- 
quired the  report  recommends  that  provision  be  made  to  enable  the 
Transportation  Board,  directly  or  indirectly,  through  the  War 
Finance  Corporation,  to  extend  temporary  support  to  particular 
systems. 

I cannot  help  feeling  that  in  the  public  mind  a mistaken  em- 
phasis generally  is  being  placed  both  upon  the  effect  of  cost  of 
transportation  upon  the  cost  of  living,  and  also  upon  the  part  played 
by  the  cost  of  capital  as  a factor  contributing  to  the  cost  of  trans- 
portation. 

If,  quite  arbitrarily,  we  assume  that  the  cost  of  things  produced 
per  year  in  the  United  States  amounted  to  something  like  $60,000,- 
000,000  or  $70,000,000,000,  the  total  cost  of  transportation  would 
amount  to  only  5 per  cent,  of  the  cost  of  all  things  produced.  An 
increase  of  20  per  cent,  in  the  cost  of  transportation  would,  there- 
fore, represent  an  item  of  no  more  than  approximately  1 per  cent. 
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of  the  cost  of  things  in  general,  even  though  in  the  case  of  certain 
articles  transportation  constitutes  a much  larger  share  of  the  cost 
of  production.  I cannot  follow  the  theory  propounded  by  some 
that  the  cost  of  living  would  be  raised  to  an  extent  equaling  four 
times  the  amount  directly  involved  in  the  increased  cost  of  trans- 
portation. If  the  price  of  coal  rises  due  to  increased  wages  both 
in  mining  and  transporting,  why  should  one  increase  in  wages  have 
a different  effect  than  the  other  ? 

It  would  be  well  for  us,  however,  to  bear  in  mind  that  in  a period 
during  which  the  index  prices  for  commodities  show  an  increase  of 
200  per  cent.,  the  rates  charged  for  the  transportation  of  passengers, 
according  to  recent  statements,  increased  only  40  per  cent,  and  of 
freight  only  20  per  cent.,  or,  as  it  has  been  cogently  expressed,  “a 
ton  of  any  given  commodity  will  at  present  purchase  more  transpor- 
tation than  it  could  at  any  previous  time.” 

Finally,  when  we  remember  that  the  annual  increase  in  return 
contemplated  in  our  plan  equals  about  one-tenth  of  the  increase  in 
wages  authorized  by  the  railroads  since  the  beginning  of  the  war, 
we  cannot  escape  the  conclusion  that  the  adequate  return  to  be 
allowed  to  the  investor  plays  only  a comparatively  unimportant  part 
in  the  whole  situation. 

May  I venture  to  remind  you,  moreover,  that  it  would  be  a mis- 
fortune if  remedial  legislation  were  passed  which  did  not  go  to 
the  root  of  the  evil — legislation  of  a palliative  character,  or  that 
was  but  temporary  patchwork,  and  would  leave  unsolved  a question 
certain  to  grow  increasingly  difficult. 

Twelve  years  ago  a situation  similar  to  the  present  railroad  prob- 
lem existed  with  respect  to  banking  reform.  After  the  panic  of 
1907  there  were  numberless  suggestions  for  monetary  reform  con- 
templating nothing  but  the  patching  up  of  the  situation  by  new 
sorts  of  note  issues  against  government  bonds  or  asset  currency  or 
clearing  house  certificates.  Successful  financial  reform,  the  bless- 
ings of  which  the  country  has  enjoyed  during  these  critical  times 
of  war  and  stress,  could  only  be  accomplished  after  it  was  clearly 
recognized  that  the  remedy  needed  was  one  that  would  reach  the 
root  of  the  evil,  and  not  deal  merely  with  its  symptoms.  It  is  sin- 
cerely to  be  hoped  that  the  measures  of  reform  to  be  applied  by 
Congress  in  dealing  with  railroad  reform  will  be  as  thorough  and 
as  courageous  as  was  the  legislation  with  respect  to  banking.  We 
may  then  hope  for  as  signal  a success  in  the  momentous  task  before 
us  at  this  juncture. 
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THE  NATIONAL  TRANSPORTATION  CONFER- 
ENCE’S PROPOSED  RULE  OF 
RATE  MAKING 

By  W.  W.  SALMON 

The  National  Transportation  Conference,  having  declared  itself 
favorable  to  private  ownership  and  operation  of  the  railroads,  con- 
solidated into  strong  competitive  systems,  subject  to  federal  juris- 
diction and  to  federal  regulation  of  their  rates  and  security  issues, 
was  immediately  face  to  face  with  the  perplexing  problem  of  what 
can  be  done,  what  new  element  of  policy  be  found  and  adopted  that 
will  so  strengthen  and  sustain  their  credit  as  to  enable  them  to  secure 
from  private  investors  the  moneys  without  which  it  will  be  impos- 
sible for  them  to  realize  the  above  stated  program  and  thus  to  satisfy 
the  transportation  needs  of  the  country. 

It  was  felt  that  amongst  the  things  essential  to  restoration  and 
maintenance  of  railway  credit,  two  of  the  most  important  are,  first, 
an  authoritative  governmental  declaration  as  to  what  shall  be  deemed 
a reasonable  minimum  rate  of  net  earning  upon  the  aggregate 
value  of  railroad  properties  devoted  to  public  service  and,  second,  a 
recognition  and  assumption  by  the  government, — which  regulates 
the  rates  and,  in  large  degree,  determines  the  expenditures  of  the 
railroads, — of  its  obligation  in  fixing  rates  to  so  fix  them  that  they 
shall  produce  revenues  adequate  to  yield  the  declared  reasonable 
minimum  rate  of  net  earning  upon  the  aggregate  value  of  the  rail- 
road properties  devoted  to  public  service. 

In  discussing  what  might  be  regarded  as  a reasonable  minimum, 
attention  was  strongly  directed  to  the  facts  that  in  the  three  years 
ended  June  30,  1917  (hereafter  referred  to  as  the  Test  Period),  the 
aggregate  net  earnings  from  operations  of  all  of  the  Class  1 Rail- 
roads of  the  United  States  were  approximately  895  millions  of  dol- 
lars, or  approximately  5.2%  upon  their  aggregate  property  invest- 
ment accounts  amounting  to  17,192  millions  of  dollars;  that  during 
this  period  of  relatively  good  average  earning,  the  railroads  were  un- 
able to  secure  needed  funds  on  such  terms  as  would  warrant  the 
emission  of  their  securities  for  equipment,  improvements  and  exten- 
sions required  in  the  public  interest, — though  industrials  were  at  the 
same  time  able  to  sell  their  securities  on  favorable  terms,  by  which  it 
is  meant  that  the  funds  procured  from  the  sale  of  such  securities 
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would  earn,  in  industry,  a profit  over  and  above  the  interest  charges 
thereon.  The  Conference  discussion  developed  the  fact  that,  in  its 
opinion,  the  net  earnings  from  railroad  operation  during  the  Test 
Period  were  insufficient  to  attract  the  capital  that  must  be  had  if  the 
Railroads  are  to  be  organized  and  equipped  to  adequately  serve  the 
needs  of  the  country  and  that  they  would  continue  insufficient  unless 
increased  in  an  amount  at  least  equaling  the  difference  between 
5.2%  and  6%  on  the  aggregate  property  investment  accounts. 

Out  of  these  and  other  important  considerations  grew  the  follow- 
ing recommendation  of  the  Conference 

“Section  9. — The  Conference  recommends  that  a statutory  rule 
be  enacted  by  Congress  requiring  that  railroad  rates  and  fares,  to  be 
established  by  public  authority,  shall  be  designed  to  yield  the  rail- 
road companies  in  each  traffic  section  of  the  United  States  (as  shall 
be  designated  by  Federal  authority)  aggregate  revenue  sufficient  to 
produce,  after  proper  provision  has  been  made  for  renewals  and  de- 
preciation a net  return  (which  shall  be  available  for  interest  and 
dividends)  of  not  less  than  six  (6)  per  cent,  per  annum  upon  the 
aggregate  fair  value  of  the  property  of  the  railroads  devoted  to  the 
public  service  in  each  of  the  several  sections.  The  items  of  ‘renewal 
and  depreciation’  shall  also  include  unproductive  improvements  not 
properly  chargeable  to  investment  account  and  against  which  no 
capital  or  capital  obligations  shall  be  issued.” 

It  should  be  carefully  noted  that  the  Conference  does  not  recom- 
mend that  the  rates  and  fares  to  be  authorized  shall  yield  six  (6) 
per  cent,  upon  the  value  of  the  property  of  each  railroad  or  of  any 
particular  railroad. 

It  is  the  view  of  the  Conference  that  while  the  Railroads  as  a 
whole  must  earn  from  operations  an  average  aggregate  annual  net 
return  of  not  less  than  six  (6)  per  cent,  upon  the  aggregate  fair 
values  of  their  properties  devoted  to  the  public  service,  if  they  are 
to  be  able  to  command  the  capital  required  for  their  needed  develop- 
ment, there  will  doubtless  be  in  the  future,  as  now,  substantial  differ- 
ences between  the  rates  of  net  return  of  the  several  railroads. 
Therefore,  in  this  recommendation  the  railroads  of  the  country  are 
referred  to  in  the  aggregate  in  each  of  the  traffic  sections  designated 
by  Federal  authority  and  it  is  the  belief  of  the  Conference  that  in 
this,  as  in  its  further  recommendations,  nothing  will  be  found  that 
will  cause  lessening  of  zeal  on  the  part  of  any  railroad  officer  or 
employee  to  so  conduct  the  affairs  entrusted  to  him  that  his  railroad 
may  properly  earn  the  greatest  possible  share  of  the  aggregate  net 
return  of  the  group  of  railroads  of  which  his  is  a part,  for  the  Con- 
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ference  recognizes  that  any  rule  which  has  such  an  effect  inevitably 
decreases  the  efficiency  and  increases  the  cost  of  service  to  the  public. 

The  Conference  discussed  at  length  the  elements  that  should 
properly  be  considered  in  arriving  at  a determination  of  the  fair 
value  of  railroad  property  and,  recognizing  that  a considerable  time 
must  of  necessity  elapse  before  such  value  can  be  ascertained  for  all 
of  the  railroads  of  the  country,  sought  to  find  a basis  of  valuation 
which,  pending  an  authoritative,  permanent  fair  valuation,  may 
serve  as  a fairly  satisfactory  temporary  basis  in  establishing  rates. 
It  reached  the  conclusion  that  while  doubtless  the  fair  value  of  the 
property  of  certain  railroads  will  be  found  to  be  much  less  than  the 
amount  shown  by  their  property  investment  accounts,  the  reverse 
will  be  found  to  be  true  of  many  other  large  systems  which  in  the 
past  charged  to  operating  expense  large  sums  which,  under  the 
existing  accounting  rules  prescribed  by  the  Interstate  Commerce 
Commission,  would  have  been  charged  and  are  properly  chargeable 
to  Capital  Account.  It  is  the  belief  of  the  Conference,  based  upon 
a comparison  of  the  book  valuation  of  our  railroads  as  a whole,  with 
that  of  the  railroads  of  other  countries,  where  labor  was  much 
cheaper,  that  it  will  be  found  when  the  Federal  valuations  are  com- 
pleted that  the  aggregate  property  investment  accounts  of  all  the 
railroads  of  the  United  States  and  in  each  of  the  existing  traffic  dis- 
tricts or  sections  amount  to  less  rather  than  more  than  the  Federal 
valuations  will  show.  The  Conference  therefore  adopted  the  follow- 
ing resolution  :- 

Section  10  (in  part). — “The  net  return  to  be  obtained  by  the 
railroads  as  a result  of  the  enforcement  of  a statutory  rule  of  rate 
making  shall  be  based  upon  a fair  value  of  the  railroad  property 
devoted  to  the  public  service,  as  ascertained  by  the  Interstate  Com- 
merce Commission,  such  valuation  to  include  a consideration  of 
physical  property,  earning  power,  and  such  other  elements  as  may  be 
proper  in  determining  fair  value. 

“Until  such  valuation  shall  have  been  determined,  the  valuation 
to  be  adopted  for  the  railroads  in  the  United  States  as  a whole,  and 
by  traffic  sections,  shall,  for  the  purpose  of  making  the  rates  that 
yield  the  aggregate  net  return  to  be  provided  by  statute,  be  their 
aggregate  property  investment  accounts.” 

It  is  the  belief  of  the  Conference  that  while  a great  majority  of 
the  people  of  the  United  States  should  and  will  approve  of  a rule  of 
rate  making  designed,  in  their  interest,  to  yield  a minimum  aggre- 
gate net  return  adequate  to  attract  private  capital  in  quantities  suffi- 
cient to  enable  the  railroads  of  the  country  to  economically  furnish 
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the  facilities  required  to  meet  the  needs  of  our  great  and  constantly 
increasing  commerce,  there  should  and  would  be  a vigorous  protest 
against  any  rule,  the  effect  of  which  is  deemed  likely  to  unduly 
increase  the  earnings  of  railroads  whose  earnings  in  the  past  are 
quite  generally  believed  to  have  been  ample.  The  Conference  there- 
fore considered  most  carefully  what  could  be  done  to  satisfy  this 
most  natural  and  reasonable  view,  it  being  quite  certain  that  if  the 
average  net  return  of  all  of  the  railroads  of  the  United  States  should, 
in  consequence  of  the  proposed  rule  of  rate  making,  increase  from 
the  5.2  per  cent,  of  the  Test  Period  to  six  per  cent,  per  annum  on 
their  aggregate  property  investment  accounts,  certain  railroads, 
whose  earnings  in  the  Test  Period  were  greatly  in  excess  of  6 per 
cent.,  would  have  a substantial  increase  over  their  earnings  in  the 
Test  Period  and  that,  so  far  as  they  alone  are  concerned,  neither 
the  Conference  nor  the  country  at  large  would  deem  it  necessary  to 
fix  rates  designed  to  obtain  a greater  yield  than  that  of  the  Test 
Period. 

With  this  in  mind  the  Conference  sought  to  find  an  equitable 
basis  for  determination  of  what  might  properly  be  regarded  as  excess 
income  from  railroad  operations  under  the  proposed  rule  of  rate 
making  and  what  disposition  might  be  made  of  such  excess  income 
which  would  be  just  and  useful  and  would  not  tend  to  discourage 
initiative  and  efficiency  or  operate  to  encourage  or  reward  incom- 
petent or  inefficient  management. 

The  Conference  is  of  the  opinion  that  all  income  in  excess  of  six 
per  cent,  per  annum  upon  the  fair  value  of  the  railroad  property 
devoted  to  the  public  service,  ascertained  as  set  forth  in  above 
quoted  extract  from  Section  10  of  the  Conference  resolutions,  should 
be  regarded  as  “excess  income but,  in  order  to  provide  a temporary 
basis  for  determining  what  shall  be  held  to  constitute  “excess 
income”  until  the  completion  of  the  Federal  valuation,  the  Confer- 
ence adopted  the  following : 

Section  10  (in  part). — “For  the  purpose  of  ascertaining  excess 
income,  the  valuation  of  any  individual  railroad  system,  pending  the 
completion  of  the  said  Federal  valuation,  upon  which  it  shall  be 
entitled  to  retain  6 per  cent,  per  annum,  shall  be  that  proportion  of 
the  aggregate  property  investment  accounts  of  all  the  railroads  of 
the  traffic  section  in  which  it  is  located,  which  its  average  annual 
railway  operating  income  (computed  for  the  period  and  in  the 
manner  prescribed  by  the  Federal  Control  Act  of  March  21,  1918) 
bears  to  the  aggregate  annual  railway  operating  income  of  all  the 
railroads  of  such  traffic  section,  computed  in  the  same  manner; 
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provided,  first,  that  if  the  use  of  the  above  stated  formula  shall  pro- 
duce a valuation  of  any  particular  railroad  system,  greater  than  the 
amount  of  its  average  property  investment  account  for  the  three 
year  period  ending  June  30,  1917,  the  amount  of  such  property  in- 
vestment account  shall  be  used  instead  of  the  valuation  derived  by 
the  formula;  and  provided,  second,  that  nothing  herein  contained 
shall  operate  to  reduce  the  railway  operating  income  which  any  par- 
ticular railroad  system  shall  be  permitted  to  retain  below  its  annual 
average  railway  operating  income,  or  compensation  as  computed  or 
allowed  to  it  under  the  Federal  Control  Act  of  March  21,  1918.  To 
such  valuation  as  shall  be  derived  for  any  railroad  system  in  the 
manner  above  stated,  there  shall  be  added  all  increases  of  property 
investment  made  by  such  system  after  June  30,  1917. 

“The  Federal  Transportation  Board  shall  be  vested  with  the  same 
power  to  make  specific  adjustments,  in  particular  cases,  as  is  con- 
ferred on  the  Director  General  of  Railroads  under  the  Railroad  Con- 
trol Act  of  March  21,  1918.” 

It  is  an  exceedingly  simple  matter  to  understand  how  excess  in- 
come will  be  determined  when  the  Federal  valuation  of  the  railroads 
shall  have  been  completed  since  any  and  all  earning  over  six  per 
cent,  on  the  ascertained  valuation  of  any  individual  railroad  system 
will  constitute  excess  income.  But  the  Conference  formula  and 
provisos,  above  quoted,  for  ascertaining  excess  income,  pending  com- 
pletion of  the  Federal  valuation,  are  not  equally  simple  and,  for  clar- 
ification, the  following  illustrations  are  cited  from  accompanying 
table  No.  2 : 

The  amount  of  the  average  aggregate  property  investment  ac- 
counts of  the  32  Class  1 Railroads  of  the  Southern  District  for  the 
three  year  period  ending  June  30,  1917,  was  $2,589,615,640;  the 
average  aggregate  railway  operating  income  of  all  these  railroads  for 
the  same  period  was  $138,820,918.  For  the  same  period  the  average 
railway  operating  income  of  the  Tennessee  Central  was  $163,753, 
equal  to  0.11815  per  cent,  of  the  aggregate  like  income  of  all  the 
railroads  of  the  Southern  District.  Under  the  Conference  formula, 
the  temporary  valuation  of  the  Tennessee  Central,  for  the  purpose 
of  ascertaining  excess  income,  equals  0.11815  per  cent,  of  $2,589,- 
615,640,  or  equals  $3,058,341,  instead  of  the  $19,717,592  shown  as 
the  average  amount  of  its  property  investment  accounts  in  the 
period  named.  All  of  its  net  railway  operating  income  over  six 
per  cent,  per  annum  on  this  $3,058,341  valuation,  or  over  $183,500, 
would  constitute  excess  income,  unless  in  the  Test  Period  its  average 
annual  railway  operating  income  exceeded  $183,500  and  as  such 
was  not  the  case  in  the  Test  Period,  any  income  in  excess  of  $183,500 
would  actually  constitute  excess  income. 
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Take  from  the  same  Table  another  and  extremely  different  illus- 
tration, that  of  the  Norfolk  and  Western.  Its  average  net  income 
from  operations  for  the  Test  Period  were  $20,893,498,  equal  to 
15.05132  per  cent,  of  the  aggregate  of  such  earnings  for  all  of  the 
railroads  of  the  Southern  District  during  that  period.  Under  the 
Conference  Formula  the  temporary  valuation  derived  for  that  road 
would  be  15.05132  per  cent,  of  the  aggregate  property  investment 
accounts  of  all  of  the  Railroads  of  the  District,  or  $389,771,475; 
but,  under  proviso  1,  this  derived  valuation  cannot  be  used,  since 
it  exceeds  the  amount  of  the  average  property  investment  account  of 
the  Railroad,  which  was  $264,792,196.  On  the  other  hand,  six  (6) 
per  cent,  upon  this  last  named  amount  would  be  only  $15,887,532, 
and  as  this  is  less  than  its  average  net  railway  operating  income  for 
the  Test  Period,  amounting  to  $20,893,498,  only  income  exceeding 
this  latter  amount  will  be  regarded  as  excess  income. 

The  effect  of  proviso  2 is  thus  seen  to  be  that  whereas,  pending  the 
completion  of  the  Federal  valuation  of  railroad  property,  no  net 
railway  operating  income  not  in  excess  of  the  average  of  the  Test 
Period  shall  be  regarded  as  excess  income,  all  railway  operating 
income  in  excess  of  such  average  is  treated  as  excess  income  when 
earned  by  a railroad  that  earned  six  per  cent,  or  more  on  its  prop- 
erty investment  account  during  the  Test  Period.  The  purpose  of 
this  provision  is  that  no  such  railway,  whose  earnings  during  the 
Test  Period  were  six  per  cent,  or  over,  shall  even  temporarily  un- 
duly profit  from  its  increase  of  earning,  growing  out  of  the  opera- 
tion of  the  proposed  rule  of  rate  making. 

Upon  a careful  review  of  the  various  plans  suggested  as  to  the 
disposition  to  be  made  of  excess  income,  it  was  the  opinion  of  the 
Conference  that  it  should  be  used  wholly  or  in  major  part  to  estab- 
lish and  maintain  certain  Railroad  Contingent  Funds.  It  is  obvious 
that  no  matter  how  honestly  and  ably  the  governmental  rate  fixing 
agency  shall  perform  its  task,  there  will  inevitably  be  years  when,  for 
one  or  another  uncontrollable  cause,  net  railwa}'  operating  income 
will  fall  below  the  desired  and  requisite  percentage.  It  was  therefore 
deemed  wise  that  out  of  its  excess  earnings  each  railroad  should 
contribute  a part  to  the  establishment  of  its  own  Individual  Railroad 
Contingent  Fund,  upon  which  it  may  draw  in  any  year  when  its 
net  railway  operating  income. shall  fall  below  six  (6)  per  cent,  of  the 
fair  value  of  its  property;  and  that  it  shall  also  contribute  a part 
to  a General  Railroad  Contingent  Fund  which  can  be  drawn  upon 
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only  when  the  aggregate  net  operating  income  of  all  of  the  railroads 
of  a traffic  section  falls  below  six  (6)  per  cent,  upon  the  aggregate 
property  investment  accounts  of  the  railroads  of  that  traffic  section. 
In  this  way  all  earnings  from  railway  operations  are  available  for 
the  maintenance  of  the  credit  of  the  railways. 

The  Conference  therefore  passed  the  following  resolutions : 

“Section  11. — All  railroad  companies  engaged  in  interstate  com- 
merce shall  be  required  to  observe  the  following  regulations  under 
the  direction  of  the  Federal  Transportation  Board: 

“(a)  Whenever  the  net  railway  operating  income  of  a railway 
company  available  for  the  payment  of  interest  and  dividends  (after 
provision  has  been  made  for  renewals,  depreciation  and  unproductive 
improvements  as  defined  in  Section  9)  shall  exceed  (6)  per  cent, 
upon  the  fair  value  of  its  property,  or  upon  its  temporary  valuation 
as  determined  by  Section  10  (the  ‘fair  value  of  property’  being 
used  in  this  Section  to  include  both  temporary  and  permanent  val- 
uation) one-half  of  the  said  excess  railway  operating  income  above 
six  (6)  per  cent,  shall  be  placed  in  a contingent  fund  of  the  company 
until  such  amount  to  six  (6)  per  cent,  of  the  fair  value  of  the  com- 
pany’s property.  The  remaining  half  shall  be  turned  over  to  a 
general  railroad  contingent  fund  as  provided  by  Section  12. 

“(b)  A railroad  company  may  draw  upon  its  own  contingent 
fund  whenever,  and  to  the  extent  that,  its  said  annual  railway  oper- 
ating income  shall  fall  below  six  (6)  per  cent,  of  the  fair  value  of 
the  property  as  determined  by  Section  10;  but  whenever  the  rail- 
road’s contingent  fund  is  thus  drawn  upon,  the  fund  shall  be  re- 
plenished from  the  company’s  share  in  subsequent  excess  earnings 
until  the  fund  is  restored  to  six  (6)  per  cent,  of  the  fair  value  of 
the  company’s  property. 

“(c)  When  any  individual  railroad  company  earns  an  annual 
railway  operating  income  of  six  (6)  per  cent,  upon  a fair  value  of 
its  property  and  has  established  and  is  maintaining  a contingent 
fund  of  its  own,  amounting  to  six  (6)  per  cent,  on  the  fair  value  of 
its  property,  the  company  shall  turn  over  to  a general  railroad  con- 
tingent fund,  two-thirds  of  the  company’s  railway  operating  income 
in  excess  of  six  (6)  per  cent.,  the  remaining  one-third  of  said  excess 
to  he  retained  by  the  railroad  company  for  distribution  among  its 
stockholders  or  for  such  other  lawful  purposes  as  it  may  determine. 

“Section  12. — There  shall  he  established  a general  railroad  con- 
tingent fund  for  the  purpose  of  making  good  any  deficiency  in  any 
year  below  six  (6)  per  cent,  upon  the  aggregate  fair  value  of  the 
properties  of  the  railroads  of  a section.  The  amount  of  such  defi- 
ciency shall  be  drawn  from  the  general  railroad  contingent  fund  for 
distribution  among  the  railroads  in  any  traffic  section,  upon  the 
basis  of  the  gross  earnings  from  railroad  operations  of  the  railroads 
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within  such  section ; and  if  the  result  of  this  distribution  causes  the 
railway  operating  income  of  any  individual  railroad  to  exceed  six 
per  cent,  this  excess  shall  be  applied  as  provided  in  Section  11.” 

In  the  accompanying  Tables,  Nos.  1,  2 and  3,  are  shown  the  esti- 
mated contributions  of  each  of  the  Class  1 Railroads  in  each  traffic 
section  to  each  of  the  contingent  funds  in  a year  when  the  aggre- 
gate net  railway  operating  income  of  the  railroads  of  each  traffic 
section  equals  six  (6)  per  cent,  upon  the  average  aggregate  property 
investment  accounts  of  the  Test  Period. 

These  contributions  in  such  a year,  while  the  Individual  Contin- 
gent Funds  are  in  process  of  creation,  and  prior  to  the  effecting  of 
the  proposed  consolidation  of  existing  roads  into  a limited  number  of 
competing  systems,  are  estimated  as  follows: 


Individual  General 

District  Contingent  Fund  Contingent  Fund  Total 

Eastern  $13,676,562  $13,676,563  $27,353,125 

Southern  4,881,539  4,881,539  9,763,078 

Western  19,765,944  19,765,944  39,531,888 


Totals  $38,324,045  $38,324,046  $76,648,091 


Upon  the  completion  and  maintenance  of  all  the  Individual  Rail- 
road Contingent  Funds,  contributions  thereto  would  cease  and  there- 
after, in  a year  of  six  (6)  per  cent,  railway  net  operating  income 
upon  the  aggregate  property  investment  accounts,  as  shown  in  ac- 
companying Tables,  the  aggregate  contributions  to  the  General 
Railroad  Contingent  Fund  are  estimated  as  follows : 


Eastern  District $18,235,413 

Southern  District 6,608,719 

Western  District 26,354,589 


$51,098,721 

While  the  aggregate  of  contributions  to  the  Contingent  Funds,  as 
above  shown,  are  substantial  and  will  serve  greatly  in  the  needed 
establishment  and  maintenance  of  railroad  credit,  it  was  realized  by 
the  Conference,  that  upon  the  consolidation  of  existing  railways 
into  such  limited  number  of  competing  systems  as  may  be  deemed 
by  the  Transportation  Board  to  be  in  the  public  interest,  there  will 
of  necessity  be  a great  reduction  in  the  amount  of  such  contributions 
for  the  reason  that  as  the  railroads  which  have  a large  rate  of  net 
railway  operating  income  and  are  the  chief  contributors  to  the  Con- 
tingent Funds,  are  merged  with  lines  of  much  smaller  earning,  there 
will  be  greatly  reduced  excess  earnings,  out  of  which  contributions 
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can  be  made.  Realizing  the  need  of  creating  and  maintaining  such 
Contingent  Funds,  the  Conference  adopted  the  following  resolution : 

“Section  13. — In  any  year,  following  the  completion  of  the 
mergers  hereinafter  provided  for,  when  the  yield  from  rates  estab- 
lished by  Federal  authority  equals  six  per  cent,  upon  the  aggregate 
fair  value  of  the  property  of  the  railroads  in  any  traffic  section,  and 
the  total  contribution  made  in  any  such  year  to  the  general  railroad 
contingent  fund  amounts  to  less  than  five  per  cent,  of  the  aggregate 
net  earnings  from  operation  in  that  traffic  section,  then  the  railroads 
in  that  section  shall  contribute  to  the  general  contingent  fund  the 
sum  necessary  to  bring  the  contribution  for  the  year  up  to  five  per 
cent,  of  the  aggregate  net  earnings  from  operation — each  company 
being  required  to  contribute  for  this  purpose  pro  rata  to  its  net 
earnings  from  operation  for  that  year.” 

The  management  and  amount  of  the  General  Railroad  Contingent 
Fund  are  provided  for  by  the  Conference  as  follows : 

“Section  14. — The  general  railroad  contingent  fund  shall  be  man- 
aged by  trustees  appointed  by  the  Federal  Transportation  Board 
from  men  nominated  by  the  railroad  companies.  Moneys  turned 
over  to  the  fund  shall  be  invested  by  the  trustees  in  United  States 
Government  securities,  or  shall  be  deposited  in  the  Federal  Reserve 
Banks. 

“Section  15. — The  general  railroad  contingent  fund  shall  be  ac- 
cumulated by  its  trustees  until  it  amounts  to  $750,000,000,  and  be 
maintained  at  that  sum  for  the  purpose  hereinbefore  provided,  and 
any  excess  thereafter  acquired  shall  be  used  when  and  as  directed 
by  the  Federal  Transportation  Board  for  the  development  of  the 
railroad  transportation  system  of  the  country,  or  for  the  increase 
of  transportation  equipment  and  facilities,  or  for  the  pro  rata  re- 
duction of  the  capital  or  capital  obligations  and  property  investment 
accounts  of  the  railroads,  or,  if  so  ordered  by  Congress,  the  excess 
shall  be  turned  over  to  the  Treasury  of  the  United  States.” 

If  it  were  certain  that  for  several  years  following  the  adoption  of 
the  National  Transportation  Conference  plan  for  the  creation  of  the 
Individual  and  General  Railroad  Contingent  Funds,  there  would  be 
no  year  in  which  the  aggregate  railway  operating  income  of  the 
railroads  of  any  traffic  district  would  fall  below  six  per  cent.,  these 
funds  themselves  would  amply  take  care  of  such  a year  when  it 
comes;  but  it  is  impossible  to  know  that  such  will  be  the  case  and 
for  this  reason,  as  well  as  to  facilitate  such  consolidation  of  railroads 
as  the  Federal  Transportation  Board  shall  deem  in  the  public 
interest,  the  Conference  adopted  the  following  resolution : 

“Section  16. — To  facilitate  the  prompt  stabilization  of  railroad 
credit  and  such  consolidation  of  railroads  as  the  Federal  Transpor- 
tation Board  shall  decide  to  be  in  the  public  interest,  it  is  reeom- 
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mended  that  Congress  create  a railroad  reserve  fund  and  appropriate 
for  this  purpose  the  sum  of  $500,000,000.  This  fund  shall  be  ad- 
ministered by  the  Federal  Transportation  Board,  which  shall  invest 
it  in  United  States  bonds  or  notes,  the  interest  accruing  from  such 
bonds  or  notes,  or  the  earnings  upon  the  proceeds  thereof,  to  be  paid 
annually  into  the  United  States  Treasury.  In  case,  at  any  time 
during  the  first  ten  years  after  the  enactment  of  this  legislation,  the 
general  railroad  contingent  fund,  provided  by  Section  12,  shall  not 
be  sufficient  to  make  good  deficiencies  as  described  in  that  Section, 
then  the  Federal  Transportation  Board  shall  pay  into  the  general 
railroad  contingent  fund,  as  far  as  the  Board’s  available  funds  per- 
mit, the  amount  necessary  to  enable  the  trustees  of  the  general  rail- 
road contingent  fund  to  make  over  to  the  railroads  the  sums  due 
them  for  that  year  under  the  stipulations  of  said  Section  12;  pro- 
vided, however,  that  any  sums  so  paid  by  the  Federal  Transporta- 
tion Board  shall  be  repaid  with  interest  by  the  trustees  of  the  general 
railroad  contingent  fund  from  contributions  received  from  the  rail- 
roads after  the  general  railroad  contingent  fund  shall  reach  and  be 
maintained  at  the  amount  of  $500,000,000.” 

In  the  accompanying  Tables,  Nos.  1,  2 and  3,  are  shown  for  each 
Class  1 Bailroad  in  each  of  the  three  traffic  districts : miles  operated; 
amount  of  its  property  investment  account  and  its  percentage  of 
total  property  investment  account  of  the  district  averaged  for  the 
Test  Period  ; the  average  net  railway  operating  income  of  each 
railroad  during  that  period;  the  percentage  of  such  earning  on  its 
property  investment  account,  and  of  the  aggregate  net  railway 
operating  income  of  all  the  railroads  of  the  district. 

The  same  tables  show  temporary  property  valuation  of  each  rail- 
road for  determining  excess  income  as  derived  by  the  Conference 
Formula  and  provisos  for  arriving  at  such  valuation;  the  estimated 
net  railway  operating  income  of  each  railroad  in  a year  when  the 
yield  equals  six  (6)  per  cent,  upon  the  aggregate  property  invest- 
ment of  all  the  railroads  of  the  district;  the  amount  of  such  net 
operating  railway  income  retained  by  each  railroad  for  interest 
and  dividends;  and  the  amount,  if  any,  contributed  by  it  to  both 
or  either  of  the  Contingent  Funds. 

The  purpose  of  Charts  Nos.  1,  2 and  3 is  to  graphically  illustrate 
and  compare  certain  conditions  existing  in  the  Test  Period  with 
the  conditions  that  it  is  estimated  would  grow  out  of  the  application 
of  the  Conference  Eule  of  Eate  Making  and  out  of  its  proposed 
temporary  method  for  determination  of  excess  profits  and  of  con- 
tributions thereof  to  the  contingent  funds  proposed  by  it. 

The  order  in  which  the  various  railroads  are  shown  in  the 
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Tables  and  Charts  is  determined  by  the  percentage  of  operating 
income  of  each  on  its  property  investment  accounts  during  the  Test 
Period,  the  road  showing  the  smallest  percentage  of  such  income 
heading  the  list  in  each  district  and  the  road  showing  the  greatest 
percentage  being  the  last  shown. 

Under  the  method  proposed  by  the  Conference  for  arriving  at  the 
Valuation  of  each  railroad,  to  serve  as  a basis  for  determination  of 
its  excess  profits,  pending  ascertainment  of  its  true  property  valua- 
tion by  the  Interstate  Commerce  Commission,  a minus  valuation  is 
shown  for  the  first  named  road  of  Table  and  Chart  No.  1 and  for 
the  four  roads  first  named  in  Table  and  Chart  No.  3,  this  growing 
out  of  the  fact  that  these  roads  showed  deficits  for  the  Test  Period. 
Though  certain  of  these  five  roads  are  shown  by  the  Tables  and 
Charts  as  making  contributions  to  the  Contingent  Funds  (this 
being  the  result  that  would  obtain  from  an  application  of  the  Con- 
ference Formula  and  provisos),  it  was  the  idea  of  the  Conference 
that  in  just  such  special  and  rare  instances  the  Federal  Transporta- 
tion Board  would  exercise  the  powers  set  forth  in  the  last  para- 
graph of  Section  10  of  the  Conference  resolutions  to  the  end  that  no 
unmerited  hardship  should  be  permitted  to  result  even  temporarily 
from  a hard  and  fast  application  of  the  proposed  Conference 
Formula. 

In  order  that  the  meaning  of  Charts  1,  2 and  3 may  be  readily 
understood,  the  following  examples  are  cited : 

Take  the  Erie,  Chart  No.  1 (E.E.  20)  : At  the  left  of  the  name 
of  the  railroad  are  two  symbols  or  graphs — the  upper  one  showing 
the  percentage  relation  between  that  railroad’s  average  property  in- 
vestment account  in  the  Test  Period  with  the  average  aggregate 
like  accounts  of  all  of  the  railroads  of  the  Eastern  District  in  the 
same  period ; the  percentage  shown  being  approximately  7 per  cent. 
The  unshaded  symbol  immediately  thereunder  shows  the  percentage 
of  that  railroad's  temporary  valuation,  as  derived  by  the  Conference 
Formula  and  Proviso  1,  to  the  aggregate  of  such  valuations  for  all 
the  railroads  of  the  Eastern  District,  this  percentage  being  approxi- 
mately 5.4  per  cent. 

Thus  the  relative  length  of  the  upper  and  lower  symbol  graphic- 
ally conveys  information  as  to  whether,  under  the  Conference 
Formula  and  proviso,  there  is  an  increase  or  decrease  in  the  tem- 
porary valuation  of  each  of  the  several  railroads,  over  or  under  the 
value  shown  by  the  property  investment  accounts — and  the  amount 
of  such  increase  or  decrease  is  indicated  at  a glance. 
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For  example,  while  a glance  at  the  Erie  shows  a decrease  and 
indicates  the  amount  of  such  decrease,  a glance  at  the  P.  R.R. 
(Chart  No.  1,  R.R.  44)  shows  that  its  derived  temporary  valuation 
forms  a larger  percentage  of  the  aggregate  of  such  valuations  of  all 
the  railroads  of  the  district  than  its  property  investment  account 
showed  to  the  aggregate  property  investment  accounts  of  all  the 
railroads  of  the  district. 

Taking  now  the  symbols  to  the  right  of  the  names  of  the  rail- 
roads in  Charts  Nos.  1,  2 and  3 : 

The  symbols  are  shown  in  groups  of  three,  opposite  the  name  of 
each  railway.  The  top  symbol  shows  the  average  percentage,  during 
the  Test  Period,  of  net  railway  operating  income  upon  the  average 
property  investment  account  of  each  railroad  for  the  Test  Period. 

The  middle  symbol,  as  a whole,  shows  estimated  percentage  of  net 
railway  operating  income  upon  property  investment  account,  in  a 
year  when  the  average  of  such  income  is  6 per  cent,  for  all  the 
railroads  of  the  district.  The  unshaded  portion  of  this  middle 
symbol  shows  the  part  of  such  income  that  may  be  retained  by  the 
railroad  for  interest  and  dividends  and  the  shaded  part  shows  the 
part  of  such  income  to  be  turned  over  to  the  two  contingent  funds 
in  the  period  while  its  Individual  Contingent  Fund  is  being  built  up. 

The  lowest  symbol,  as  a whole,  shows  the  same  that  is  shown  by 
the  middle  symbol,  as  a whole ; but  its  unshaded  part  shows  that 
part  of  its  net  operating  income  which  it  may  retain  for  interest 
and  dividends  and  the  shaded  part  shows  the  part  of  such  income 
to  be  turned  over  to  the  General  Railroad  Contingent  Fund  after 
its  individual  Contingent  Fund  is  built  up  and  maintained. 

Again  taking  the  Erie  (Chart  1,  Railroad  20)  : The  upper  symbol 
to  the  right  of  the  name  of  the  railroad  shows  that  its  average  rail- 
way operating  income  for  the  Test  Period  was  approximately  3.6 
per  cent,  upon  its  property  investment  account.  The  middle  graph, 
as  a whole,  shows  that  in  a year  when  the  aggregate  net  operating 
income  of  all  the  railroads  of  the  Eastern  District  equals  6 per 
cent,  upon  their  aggregate  property  investment  accounts,  the  Erie 
would  earn  approximately  4.2  per  cent.,  an  increase  of  approxi- 
mately 0.6  per  cent.,  of  which  it  contributes  a small  part  (indicated 
by  the  shaded  part  of  this  symbol)  to  the  two . contingent  funds, 
during  the  period  before  its  own  Contingent  Fund  is  created  and 
maintained.  The  lowest  symbol,  as  a whole,  shows  the  same  earning 
as  is  shown  by  the  middle  symbol,  and  the  shaded  part  of  this  lowest 
symbol  shows  that  it  would  contribute  a small  part  of  its  increased 


71 

0.6  per  cent,  earning  to  the  General  Railroad  Contingent  Fund 
in  the  period  after  its  Individual  Contingent  Fund  is  created  and 
maintained.  The  unshaded  portion  of  both  the  middle  and  lowest 
symbols  show  that  the  Erie  should  have  available  for  interest  and 
dividends  a substantial  increase  of  earnings  over  those  of  the  Test 
Period,  as  a result  of  the  realization  of  an  increase  of  yield  for  the 
roads  of  the  Eastern  District  from  the  5.21  per  cent,  average  of  the 
Test  Period  to  6 per  cent. — and  that,  at  the  same  time,  it  would 
contribute  a substantial  sum  to  the  Contingent  Funds,  thus  tending 
to  strengthen  its  own  and  the  general  railroad  situation. 

As  the  Erie  is  a railroad  whose  net  railway  operating  income  was 
below  the  5.21  per  cent,  average  of  the  railroads  of  the  Eastern 
District,  it  may  be  well  to  refer  to  a road  whose  earnings  are  well 
above  this  average.  Taking  the  D.,  L.  & W.  (Chart  1 — Railroad 
79)  as  an  example,  the  upper  symbol  to  the  right  shows  a Test 
Period  percentage  of  approximately  7.5  per  cent,  on  its  property 
investment  account;  the  middle  symbol  shows  that  in  a year  when 
the  yield  for  the  railroads  of  the  Eastern  District  averages  6 per 
cent.,  the  D.,  L.  & W.  yield  would  be  approximately  8.4  per  cent., 
an  increase  of  0.9  per  cent  over  the  yield  of  the  Test  Period.  It 
would,  under  the  Conference  Formula  and  provisos,  be  permitted 
to  retain  for  interest  and  dividends,  as  shown  by  the  unshaded  por- 
tion of  the  middle  symbol,  exactly  the  same  percentage  that  it 
earned  in  the  Test  Period  (as  shown  by  the  upper  symbol)  ; but, 
until  its  Individual  Contingent  Fund  is  fully  created  and  main- 
tained, it  would  turn  over  to  such  fund  one-half  of  the  0.9  per  cent, 
increased  earning  and  would  turn  over  the  other  half  to  the  Gen- 
eral Railroad  Contingent  Fund,  the  sum  of  these  two  contributions 
being  represented  by  the  shaded  portion  of  this  middle  symbol. 

The  Charts  show  that  the  part  of  the  net  railway  operating  in- 
come retained  by  each  railroad  is  in  no  instance  less  than  the 
average  amount  of  such  income  earned  in  the  Test  Period;  but  it 
will  be  noted  that  all  of  the  increased  earning  of  the  D.,  L.  & W. 
growing  out  of  the  operation  of  the  statutory  rule  of  rate  making 
proposed  by  the  Conference  is  shown  by  the  chart  as  being  turned 
over  to  the  two  Contingent  Funds,  whereas  only  a small  part  of  such 
increased  earning  of  the  Erie  is  so  shown  and  this  may,  upon  a 
casual  review,  seem  inequitable.  But  it  is  the  opinion  of  the  Con- 
ference that  this  is  equitable  and  as  it  should  be,  because  it  is  certain 
that  the  people  of  the  United  States  would  not  consent  to  the  enact- 
ment of  the  rule  of  rate  making  proposed  by  the  Conference  if  all 
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of  the  railroads  were  normally  in  the  enjoyment  of  such  railway 
operating  income  as  is  shown  for  the  D.,  L.  & W.  The  object  sought 
by  the  Conference  on  its  proposed  rule  of  rate  making  is  to  aid  in 
the  creation  of  a situation  which  will  enable  the  railroads  to  meet 
the  reasonable  transportation  requirements  of  the  people  of  the 
United  States — and  this  does  not  call  for  largely  increased  net 
earnings  for  roads  now  having  the  largest  net  earnings.  The  Con- 
ference believes  that  any  increase  accruing  to  such  a railroad  as  a 
result  of  its  proposed  rule  of  rate  making  should  therefore  go 
wholly  into  the  creation  of  the  two  contingent  funds  until  its  In- 
dividual Contingent  Fund  is  created  and  maintained — and  that 
thereafter  two-thirds  of  such  increase  should  go  into  the  General 
Contingent  Fund,  as  indicated  by  the  shaded  portion  of  the  lowest 
symbol,  the  railroad  retaining  the  remaining  one-third  as  an  incen- 
tive to  efficient  economical  operation. 

In  looking  at  the  large  percentages  shown  by  the  middle  symbol 
as  being  contributed  by  the  most  prosperous  railroads  to  the  two 
contingent  funds,  it  should  be  remembered  that  one-half  of  the  per- 
centages so  shown  goes  into  the  railroad’s  own  contingent  fund  and 
is  available  for  its  own  individual  use  at  any  time  when  its  own 
earnings  from  railway  operations  fall  below  6 per  cent,  upon  the 
value  of  its  property.  Therefore  contributions  to  this  fund  should 
not  be  regarded  as  being  actually  taken  away  from  the  railroad 
making  them.  They  are,  in  fact,  just  as  much  the  property  of  the 
individual  railroad  as  any  other  part  of  its  earnings;  but  they  are 
required  to  be  set  aside  for  a rainy  day,  and  the  Conference  believes 
the  provision  to  be  a wise  and  equitable  one  which  will  meet  with 
general  approval  when  understood. 

Having  shown  how  contributions  are  made  to  the  General  Rail- 
road Contingent  Fund,  and  the  estimated  amount  of  contribution 
by  each  Class  1 Railroad  in  a year  when  the  aggregate  net  railway 
operating  income  equals  sis  (6)  per  cent,  upon  the  aggregate 
property  investment  accounts  of  all  the  railroads  of  each  district, 
it  will  now  be  interesting  to  illustrate  the  mode  of  distribution 
from  such  fund  in  a year  when  the  aggregate  net  operating  income 
is  less  than  6 per  cent.  For  the  purpose  of  illustration,  the  Southern 
District  is  chosen  and  it  is  assumed  that  in  a certain  year  the  aggre- 
gate net  railway  operating  income  of  the  district  falls  below  the 
sis  (6)  per  cent,  in  an  amount  equaling  $6,508,719  (which  is 
esactly  equal  to  the  estimated  escess  income  of  all  of  the  railroads 
of  this  district  in  a sis  per  cent.  year).  It  is  also  assumed  that 
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in  this  year  when  the  lessened  earning  is  had,  the  operating  rev- 
enues of  each  Class  1 Railroad  of  the  district  are  in  exactly  the 
same  relation  to  each  other  as  they  were  for  the  year  ending 
December  31,  1917. 

In  the  accompanying  Table,  No.  4,  are  shown  the  amount  anc  per- 
centage of  such  operating  revenue  for  each  railroad  of  the  Southern 
District.  The  percentage  thus  shown  establishes  for  each  railroad 
the  percentage  which  it  is  entitled,  under  the  National  Transporta- 
tion Conference  rule,  to  receive  of  the  $6,508,719  to  be  drawn  from 
the  General  Railroad  Contingent  Fund  and  the  amount  so  to  be 
received  is  shown  in  the  table.  It  is,  however,  provided  in  the  Con- 
ference rule  that  “if  the  result  of  this  distribution  causes  the  rail- 
way operating  income  of  any  individual  railroad  to  exceed  6 per 
cent.,  this  excess  shall  be  applied  as  provided  in  Section  11.”  In 
consequence  of  this  provision,  certain  of  the  railroads  are  obliged  to 
return  a part  of  the  moneys  received  from  the  fund — and  this  is 
shown  in  the  table  (as  would  occur  at  a time  after  each  Individual 
Contingent  Fund  is  fully  created),  as  is  also  the  net  amount 
remaining  in  the  hands  of  each  railroad  out  of  the  distribution. 

As  broadly  illustrating  the  operations  of  the  Conference  plan  of 
contribution  to  and  distribution  of  the  General  Railroad  Contingent 
Fund,  the  following  facts  are  enumerated. 

In  a year  of  6 per  cent,  average  net  railway  operating  earnings, 
the  first  named  fifteen  of  the  32  Class  1 Railroads  of  the  Southern 
District,  each  of  which  15  earns  less  than  6 per  cent,  on  its 
property  investment  account,  would  contribute  an  aggregate  of 
$166,966  to  the  General  Railroad  Contingent  Fund,  whereas  they 
would  receive  from  it  in  the  year  of  lessened  earnings  $1,931,271, 
and  of  this  would  retain  $1,786,333,  returning  the  remaining 
$144,938  to  the  fund. 

The  other  seventeen  Class  1 Railroads,  each  of  which  earns  6 per 
cent,  or  more  on  its  property  investment  account  in  a year  of  6 
per  cent,  average  earning,  would  contribute  an  aggregate  of 
$6,341,753  to  the  General  Railroad  Contingent  Fund,  whereas, 
while  in  the  year  of  less  than  6 per  cent,  earnings,  they  would 
receive  from  it  $4,577,418,  they  would  retain  of  this  amount  only 
$1,572,795,  returning  the  other  $3,004,653  to  the  fund  from  which 
it  was  drawn,  together  with  $3,337,099  of  other  excess  profits  of 
the  year,  leaving  the  fund  larger  than  at  the  beginning  of  such  a 
year  of  less  than  6 per  cent,  average  net  railway  operating  income. 

The  facts  set  forth  in  Table  4 are  graphically  illustrated  in  the 
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accompanying  chart  in  which  the  upper  symbol  shows  each  rail- 
roadfs  contribution  to  the  General  Railroad  Contingent  Fund  in 
the  iverage  6 per  cent,  year,  and  the  lower  symbol,  as  a whole,  what 
is  received  by  such  railroad  in  the  year  of  less  than  6 per  cent, 
earnngs.  The  shaded  portion  of  this  lower  symbol  shows  the 
part  retained  by  the  railroad  and  the  unshaded  part  the  part  re- 
turned by  it  to  the  General  Contingent  Fund. 

Having  shown  in  the  Tables  and  Charts  the  results  of  the  Con- 
ferenbe  Rule  of  Rate  Making,  as  applied  to  the  Class  1 Railroads 
in  a year  of  6 per  cent,  yield  on  the  aggregate  Property  Investment 
Accounts;  the  amounts  retained  by  the  railroads;  the  amounts  con- 
tributed by  them  to  create  needed  contingent  funds  and  the  mode 
of  distribution  of  such  fund,  it  is  believed  that  a way  is  indicated 
whereby,  with  fairness  to  the  people  of  the  United  States  and 
without  burdening  them,  they  may  have  reasonable  railroad  facili- 
ties which  they  cannot  have  unless  this  or  some  equally  compre- 
hensive and  equitable  plan  be  adopted. 
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A FEDERAL  TRANSPORTATION  BOARD 
Its  Powers  and  Duties 


By  EMORY  R.  JOHNSON 


The  regulation  of  railroads  by  the  federal  government  will  be 
more  comprehensive  and  detailed  in  the  future  than  it  has  been 
in  the  past.  Prior  to  the  period  of  government  operation,  the 
chief  concern  of  the  government  was  to  protect  the  public  against 
unjust  rates  and  fares  and  to  correct  the  abuses  that  had  devel- 
oped during  the  period  of  intense  railway  competition;  but,  when 
private  operation  is  resumed,  the  government’s  relation  to  the  rail- 
roads will  be  much  more  than  corrective  in  aim,  it  will  be  cooper- 
ative. Regulation  must  become  increasingly  constructive — posi- 
tive rather  than  negative  in  purpose  and  method. 

The  people  of  the  United  States  are  looking  forward  to  an  even 
better  railroad  service  than  they  have  enjoyed  in  the  past.  They 
believe  it  will  be  possible  for  all  railroads  to  render  a service  as 
excellent  as  that  which  has  been  performed  by  the  strongest  and 
most  efficient  systems.  To  make  this  possible,  however,  the  num- 
ber of  railroad  systems  must  be  reduced  by  the  grouping  and  con- 
solidation of  existing  roads  in  accordance  with  plans  approved  by 
public  authority.  Competition  is  not  to  be  abandoned,  but  it  is 
no  longer  to  be  a struggle  of  weak  roads  to  maintain  themselves 
alongside  their  strong  and  jealous  neighbors;  it  is  to  become  the 
service  rivalry  of  a limited  number  of  vigorous  systems  of  approxi- 
mately equal  strength. 

The  strong  railroad  systems  formed  by  the  grouping  of  exist- 
ing railroads  ought  not  to  be  owned  and  operated  by  corporations 
subject  to  the  authority  of  the  several  states.  These  powerful 
corporations  must  in  the  public  interest  be  brought  under  the 
jurisdiction  of  the  United  States.  It  is  believed  by  the  Transpor- 
tation Conference  that  this  seemingly  difficult  task  can  readily  be 
accomplished  by  the  enactment  and  enforcement  of  a federal  rail- 
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road  incorporation  act  similar  in  principle  to  the  National  Bank 
Act  by  means  of  which  state  banks  are  converted  into  federal  in- 
stitutions. 

The  capital  expenditures  and  the  security  issues  of  the  con- 
solidated railroad  companies  of  the  future  are  certain  to  be  regu- 
lated by  the  United  States  government.  The  agency  that  performs 
this  task  will  render  the  country  a great  service.  In  passing  upon 
capital  expenditures  of  the  railroads,  public  authority  will  sit  in 
judgment  upon  the  wisdom  or  unwisdom  of  proposed  railroad  im- 
provements or  extensions  and  will  in  effect  determine  the  lines  of 
development  of  the  American  railway  system  as  a whole.  Through 
the  exercise  of  this  authority  it  will  be  possible  for  the  government 
to  bring  about  gradually  the  unification  and  the  economic  develop- 
ment of  railroad  terminal  facilities  and  services,  to  prevent  the 
unnecessary  construction  of  new  lines,  to  require  the  physical  con- 
nection of  railroads  and,  if  Congress  so  wills,  the  connection  and 
joint  use  of  railroads  and  waterways. 

Through  its  regulation  of  rates  and  fares  the  government  has 
already  come  to  determine  the  revenues  of  the  railroads.  In  the 
future,  in  larger  measure  than  in  the  past,  the  expenses  of  the 
railroads  will  depend  upon  the  requirements  made  by  the  regu- 
latory authorities  of  the  government.  It  is  obvious  that  Congress 
and  the  administrative  agencies  it  creates  must  assume  responsi- 
bility for  the  adoption  and  enforcement  of  measures  that  will  not 
only  assure  the  financial  stability  of  the  railroads,  but  will  also 
enable  the  companies  to  acquire  and  maintain  such  credit  as  will 
enable  them  to  secure  from  the  investing  public  the  funds  re- 
quired for  the  adequate  development  of  the  country’s  railroad 
transportation  system.  Unless  the  private  railroads  under  govern- 
ment regulation  can  thus  secure  capital  from  private  investors, 
government  ownership  must  necessarily  follow. 

Broadly  speaking,  there  are  three  tasks  of  major  importance  that 
must  be  accomplished  to  bring  about  the  permanent  solution  of  the 
railroad  problem  and  to  insure  the  success  of  government  regula- 
tion of  railroads.  The  existing  railway  systems,  many  in  number, 
and  of  varying  degrees  of  weakness  and  strength,  must  be  brought 
together  into  an  appropriate  number  of  vigorous  competing  sys- 
tems; the  corporations  which  control  these  large  systems  must 
owe  their  allegiance  to  the  federal  government  and  observe  its  re- 
quirements as  to  expenditures,  capitalization  and  corporate  prac- 
tices; and  laws  must  be  enacted  and  enforced  that  will  assure  to 
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the  railroads  adequate  revenue,  financial  strength  and  harmonious 
relations  with  their  employes  and  with  the  public. 

These  tasks  can  not  be  accomplished  unless  Congress  provides 
appropriate  and  effective  machine^  for  giving  effect  to  legislative 
policy.  Eailroad  regulation  is  an  executive  problem.  Its  success 
depends  upon  the  creation  of  an  administrative  agency  with  re- 
sponsibilities and  powers  commensurate  with  the  magnitude  of  the 
work  to  be  done  and  vested  with  that  freedom  of  initiative  and 
action  that  will  cause  it  to  organize  and  to  function  as  an  effective 
executive  body. 

The  plan  of  railroad  legislation,  that  has  been  developed  by  the 
National  Transportation  Conference  with  the  hope  that  the  delib- 
erations and  conclusions  of  the  Conference  may  be  helpful  to  Con- 
gress in  its  search  for  a permanent  solution  of  the  railroad  ques- 
tion, calls  for  the  establishment  of  an  administrative  agency  of 
large  powers  and  heavy  responsibilities.  The  Conference  does  not 
favor  placing  those  powers  and  responsibilities  in  the  hands  of  a 
cabinet  officer.  The  members  of  the  President’s  Cabinet  hold  office 
for  a comparatively  few  years.  They  are  inevitably  selected  in 
large  part  because  of  the  prominent  place  they  occupy  in  the 
counsels  and  activities  of  the  political  party  in  power.  They  are 
political  appointees  and  their  administration  of  the  railroads 
would  almost  certainly  be  political.  The  adequate  development 
and  the  technical  efficiency  of  the  railroads  and  other  agencies  of 
transportation  are  of  such  vital  consequence  to  the  people  of  the 
United  States  that  it  would  be  a public  misfortune  to  allow 
political  methods  and  party  politics  to  control  or  even  largely  to 
influence  the  regulation  of  transportation  agencies. 

The  Transportation  Conference  has,  moreover,  after  very  care- 
ful consideration  of  the  subject,  reached  the  conclusion  that  it 
would  be  unwise  to  require  the  Interstate  Commerce  Commission 
to  exercise  the  administrative  functions  that  must  be  performed  to 
insure  the  success  of  railroad  regulations.  As  Air.  Harry  A. 
Wheeler  says  in  his  Explanatory  Statement  regarding  the  Con- 
ference Plan  of  Eailroad  Legislation : 

“It  is  believed  that  the  Interstate  Commerce  Commission  ought 
not  to  be  burdened  by  the  addition  to  the  tasks  it  now  performs 
of  a large  number  of  administrative  duties.  Should  the  Commis- 
sion, as  is  contemplated,  become  the  authority  for  the  sole  regula- 
tion of  all  railroad  rates,  rules  and  regulations  affecting  interstate 
commerce,  its  duties  will  necessarily  be  enlarged.  To  require  the 
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Commission  to  exercise  the  administrative  functions  contemplated 
in  the  proposed  plan  of  remedial  railroad  legislation  would  be  to 
the  detriment  of  the  public  interest,  because  it  would  seriously  in- 
terfere with  the  prompt  action  of  the  Commission  as  a body  for 
the  regulation  of  rates,  the  task  for  which  it  was  especially  created 
and  for  the  performance  of  which  it  is  peculiarly  adapted.” 

The  Conference  recommends  that  a Federal  Transportation 
Board  be  established.  It  should  be  an  executive  board,  of  at  least 
five  members,  and  should  be  charged  with  the  responsibility  both 
of  administering  the  act  which  Congress  shall  adopt  for  the  regu- 
lation of  railroads  and  of  bringing  about  the  coordinated  devel- 
opment of  a national  system  of  rail,  water  and  highway  transpor- 
tation. The  proposed  Board  should  not  be  entrusted  with  the 
regulation  of  rates — that  should  be  left  with  the  Interstate  Com- 
merce Commission;  nor  should  the  proposed  Board  be  concerned 
with  the  construction  of  waterways  and  highways,  which  work 
should  be  done  by  appropriate  agencies  especially  created  by  Con- 
gress. The  following  specific  duties  should  be  performed  by  the 
Federal  Transportation  Board: 

1.  The  Board  should  determine  and  announce  the  grouping  or 
consolidation  of  railroads  deemed  to  be  in  the  public  interest.  An 
opportunity  and  incentive  should  be  given  existing  railroad  com- 
panies to  effect  the  desired  consolidations  upon  their  own  initia- 
tive; but  if  the  desired  mergers  are  not  thus  accomplished  by  the 
railroads  within  a reasonable  time,  the  Transportation  Board 
should  have  the  power  to  carry  out  the  plans  authorized  by  Con- 
gress for  merging  all  railroads  engaged  in  interstate  commerce 
into  a limited  number  of  strong  systems  so  located  that  each  im- 
portant traffic  district  of  the  United  States  shall  be  served  by 
more  than  one  system. 

2.  The  Board  should  have  the  authority  to  require,  if  compul- 
sion is  found  to  be  necessary,  the  railroad  companies,  as  a condi- 
tion precedent  to  the  formation  of  consolidated  railroad  systems,  to 
become  federal  corporations,  either  by  the  organization  of  new 
companies  under  federal  charters  or  by  changing  from  state  to 
federal  corporations  in  the  manner  suggested  by  the  Transporta- 
tion Conference. 

3.  The  Transportation  Board  should  be  given  authority  to  pass 
upon  the  public  necessity  for  the  expenditure  of  capital  (in  excess 
of  a minimum  amount  stipulated  by  statute)  by  all  carriers  by 
rail  engaged  in  interstate  commerce.  This  power  should  be  so  ex- 
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ercised  as  to  prevent  unnecessary  duplication  of  line  or  terminal 
railroad  facilities  and  as  gradually  to  bring  about  the  unification 
of  railroad  terminal  facilities  and  to  accomplish  that  degree  of 
coordination  of  rail,  highway  and  water  terminal  facilities  that 
may  be  found  to  be  in  the  public  interest. 

4.  The  Board  should  administer  the  general  railroad  contingent 
fund  or  funds  which,  as  the  Conference  has  pointed  out,  must  be 
built  up  and  maintained  as  a means  of  strengthening  and  stabiliz- 
ing railroad  credit.  The  Conference  does  not  favor  a government 
guarantee  of  a fixed  return  upon  the  property  of  individual  rail- 
road companies.  Instead  of  the  fixed  guarantee  by  the  govern- 
ment, the  Conference  favors  a statutory  rule  of  rate  making  that 
will  yield  the  railroads,  as  a whole,  a fair  return  upon  the  value 
of  their  property  devoted  to  the  public  service;  and,  in  order  that 
railroad  credit  may  really  be  put  upon  a sound  basis  without  im- 
posing unreasonably  high  rates  upon  the  public,  the  Conference 
recommends  that  railroad  be  required  to  turn  over  the  larger  part 
of  their  excess  profits  into  contingent  funds  which  shall  act  as 
financial  shock  absorbers.  These  funds  should  be  administered  by 
the  Federal  Transportation  Board;  and,  of  the  many  duties  to  be 
performed  by  the  Board,  none  will  be  of  greater  immediate  value 
both  to  the  carriers  and  to  the  public. 

5.  The  Transportation  Board  should  act  as  a referee  in  cases  of 
disagreement  resulting  in  a deadlock  of  any  of  the  boards  which 
it  is  proposed  by  the  Transportation  Conference  shall  be  entrusted 
with  the  adjustment  of  wages,  hours  of  employment  and  other 
conditions  of  the  service  of  railroad  employes.  It  is  the  hope  of 
the  Transportation  Conference  that  the  disputes  between  the  rail- 
road companies  and  their  employes,  which  have  in  the  past  on 
more  than  one  occasion  threatened  to  paralyze  the  industries  of 
the  country,  may  be  avoided  in  the  future  by  continuing  the 
method  of  adjusting  wages,  hours  of  labor  and  conditions  of  service 
that  was  adopted  in  1917,  and  has  been  continued  and  developed 
by  the  Bailroad  Administration.  These  boards  which  have  to  do 
with  the  adjustment  of  wages,  hours  of  labor  and  conditions  of 
service,  are  made  up  of  equal  numbers  of  representatives  of  the 
carriers  and  their  employes.  It  is  proposed  that  the  Transporta- 
tion Board  act  as  referee  in  case  of  a disagreement  amounting  to 
a deadlock  in  any  of  these  boards. 

6.  The  Transportation  Conference  recommends  that  each  of  the 
corporations  owning  and  operating  the  proposed  consolidated  rail- 
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road  systems  shall  organize  with  directorates  of  twelve  members, 
“one  of  whom  shall  be  a representative  of  the  employes  of  the  sys- 
tem, and  nominated  for  that  position  by  such  employes,  and  three 
of  whom  shall  be  selected  by  the  Federal  Transportation  Board  to 
represent  the  principal  interests  involved  in  the  territory  served  by 
such  system.”  The  directors  thus  selected  are  to  make  regular 
and  special  reports  to  the  Transportation  Board  in  accordance  with 
the  rules  laid  down  by  that  Board. 

7.  The  Transportation  Board  should  be  authorized  and  required 
to  inquire  into  the  practices  of  railroad  management  and  to  pro- 
pose measures  for  preventing  abuses  therein.  Because  of  the  in- 
completeness of  past  regulation  of  railroads,  the  financial  and 
other  practices  of  those  irresponsible  and  unscrupulous  men  who 
unfortunately  are  to  be  found  in  limited  number  in  practically 
every  line  of  business,  have  brought  ruin  upon  some  American 
railroad  systems  and  have  injured  the  security  of  all  railroad  com- 
panies in  the  mind  of  the  investing  public.  It  should  be  the  aim 
of  the  Transportation  Board  to  promote  the  legal  and  moral  re- 
sponsibility of  railroad  directorates  and  railroad  executive  officers 
with  a view  to  protecting  the  funds  that  have  been  invested  by  the 
public  and  to  make  railroad  securities  safe  and  attractive  invest- 
ments for  the  accumulating  wealth  of  the  nation. 

8.  The  plan  adopted  by  the  Transportation  Conference  pro- 
vides that  “It  shall  be  the  general  duty  of  the  (Transportation) 
Board  to  promote  the  development  of  a national  system  of  rail, 
water  and  highway  transportation.”  The  United  States,  as  a re- 
sult of  the  initiative  of  its  business  men,  has  an  excellent  system 
of  railroads.  Highway  development,  although  long  neglected,  is 
now  proceeding  rapidly  and  motor  transportation  is  being  organ- 
ized on  a large  scale.  The  country  is  supplied  with  numerous 
waterways  capable  of  large  traffic  uses  when  systematically  de- 
veloped and  properly  coordinated  with  the  railroads.  What  is  now 
needed  is  a transportation  board  vested  with  the  power,  and 
charged  with  the  duty,  of  bringing  the  railroads,  the  waterways 
and  the  highways  together  into  a national  transportation  system. 
The  railroads  and  waterways  must  be  connected  at  river,  lake  and 
ocean  terminals,  through  routes  must  be  established,  through  rates 
provided,  and  opportunities  afforded  shippers  to  dispatch  their 
goods  on  through  bills  of  lading  by  such  a combination  of  rail, 
water  and  highway  carriers  as  will  be  most  efficient  and  economical. 
This  integration  of  the  different  parts  of  the  national  transporta- 
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tion  system  can  be  brought  about  only  bv  creating  some  single 
agency  with  authority  over  the  use  of  railroads,  waterways  and 
highways. 

In  creating  the  Federal  Transportation  Board  it  will  be  desir- 
able to  provide  against  conflict  of  jurisdiction  between  that  Board, 
the  Interstate  Commerce  Commission  and  the  Shipping  Board.  It 
would  not  be  desirable  to  create  a board  that  will  encroach  upon 
the  work  now  performed  by  the  Interstate  Commerce  Commission 
or  that  will  interfere  with  the  activities  of  the  United  States  Ship- 
ping Board.  What  is  needed  is  a board  that  will  supplement  and 
coordinate  the  activities  of  the  Interstate  Commerce  Commission, 
the  Shipping  Board  and  certain  other  agencies  of  the  government. 
The  mind  of  the  Interstate  Commerce  Commission  is  now,  and 
should  continue  to  be,  upon  the  regulation  of  railroad  rates  and 
the  determination  of  the  value  of  railroad  property.  The  Shipping 
Board  is  temporarily  devoting  itself  mainly  to  the  construction  of 
vessels,  but  when  war  conditions  end  it  will  seek  to  apply  to  the 
business  of  ocean  transportation  the  general  principles  of  regula- 
tion that  have  been  applied  to  railroads  with  such  modifications 
as  are  made  necessary  by  the  differences  between  ocean  and  rail 
transportation. 

The  necessity  for  a Federal  Transportation  Board  may  be 
clearly  indicated  by  a reference  to  the  present  regulation  of  ter- 
minal facilities  and  services.  The  Interstate  Commerce  Commis- 
sion has  certain  authority  over  railroad  terminals  and  the  Ship- 
ping Board  has  limited  powers  over  persons  engaged  in  the  per- 
formance of  terminal  services  at  ocean  ports ; but  neither  body  has 
adequate  power  at  the  terminals  where  water  and  rail  carriers 
come  together.  There  is  no  authority  that  can  unify  terminal 
operations,  that  can  bring  about  the  physical  connection  and  the 
traffic  articulation  of  rail  and  water  carriers. 

There  is  no  authority  having  the  responsibility  of  formulating 
plans  for  the  systematic  development  of  transportation  facilities 
by  rail  and  by  water.  We  shall  always  have  a disconnected  and 
uneconomical  system  of  transportation  in  the  United  States  until 
we  create  a Board  whose  mind  shall  be  upon  the  whole  transpor- 
tation problem. 

The  Board  entrusted  with  the  duties  that  have  been  briefly 
enumerated  should  be  composed  of  men  of  the  highest  character 
and  attainments.  Their  responsibilities  will  equal,  if  not  exceed, 
those  of  the  Federal  Reserve  Board,  whose  creation  at  a critical 
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period  in  the  history  of  the  United  States  has  proven  to  have  been 
of  incalculable  benefit.  The  proposed  Transportation  Board  will 
have  an  opportunity  to  perform  an  even  greater  service.  Its  duty 
will  be  to  guide  and  facilitate  the  development  of  a truly  national 
system  of  transportation. 


